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Daewoo, one of Korea's largest 
conglomerates, is as diverse as 
any major corporation anywhere 
in the world. 

Heavily into cars, shipbuilding 
and machinery, not to mention 
construction, computers, chemicals 
and electronics, they needed a bank 
with an equal depth and breadth 


— 


of industry understanding, supported Oe . 


agers Ae S 


by a fully integrated commercial anc 
investment banking capability. 
But, as a major exporter they 


9 (ff, required something more 


j They needed a global network 
~an Jf to key into wherever in the world the 
'J were doing business 
Very few financial institutions 
could satisfy the full breadth of Daewo 
f demands. Chase could and does. 
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Naturally, we give them all the classical trade 
services like Letters of Credit, Acceptances and 
juarantees. And, through our worldwide FX trading 
ictivity, we track down the best rates and help them 
edge foreign exchange risks to limit their trading 
>xposure. 

In the investment banking arena. we've arranged 
convertible Bond Issues, Private Placements, Project 
"jnancing and Debenture Guarantees 

But, unlike a pure investment bank, we can also 


help Daewoo in those cases when traditional bank 
lending is the correct financial solution 

This total global banking capability, integrates size 
international network and specialized industry 
knowledge with the broadest range of investment and 
commercial banking products. It's what sets Chase 
apart from other financial institutions in the world 

No matter how diverse your business, one thing is 
simple 


Which bank to choose 
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Swan, "thinking that we NU 
would win. It was up to 
the Antarctic tochooe ROLEX 4 
to let us through.” of Geneva ' 
The Antarctic let them through, 
step by painful step. They had to learn : 
a manner of walking that used minimal : 
energy. Energy came only from the food | 
they carried, and weight was critical. 
Each night, in their small tent, the 
men would re-read entries from Scott's į 
diaries. But these were now vastly more 
than a boyhood inspiration. They were 
being relived mile by mile in spite of | 
blizzards, perpetual sub-zero tempera- | 
tures, twisted ligaments, agonising blis- , 
ROBERT SWAN: ROM CAMP EVANS TO THE SOUTH POLE. U WALE ters and incessant hunger. ! 
Reaching the 
Walking to the Pole in the Soh Pole a las 
was a realisation 
footsteps of Scott. of their hope that 
“by limiting the 
Many schoolboys will have read the Antare- means we use to retrace 
tic journals of Captain Scott. And some, like the Scott's journey, we can fully 
ll-year-old Robert Swan, may have vowed to re- rediscover isolation, com- 
trace their heros journey — one day. The unusual mitment and adventure’. 
thing about Robert is that, 18 years later, he did “Limiting the means” ex- 
follow Scott. With two companions he walked to cluded radio. And — with no 
the South Pole. radio - there could be no time- 
Others have made this journey with massive checks. For vital navigation- 
resources, motorised vehicles, skidoos, aeroplanes al purposes, Swan, Mear and 
and radio. Robert Swan, Roger Mear and Gareth Wood each relied on his 
Wood didnt even take dogs.In 1911 the Scott team Rolex Superlative Chrono- 














had established supply meter. Even one minute out d 
camps along their route. would have meant one mile 

Swan, Mear and Wood out — and they were aiming — "sien 3 
hauled their provisions on ata point in an area the size of the USA. | 
sledges weighing, at the As Robert Swan told us, "If my Rolex hadnt | 
start, 553 lb to a man. been reliable, l'd be dead. Its as simple as that". t 


Their navigational 
equipment was no more 
- elaborate than Captain 
scnoorsoy HERO Was scorr Scott's. Yet they trekked 
accurately across the 400 mile Ross Ice 
Shelf, up the 125 mile long Beardmore 
Glacier, ascending 10,000 ft to the 350 
mile Polar Plateau. It was a journey of 
883 miles, accomplished in 71 days. 
There had been no guarantee of 
success, even after seven years’ prepara- 
tion. “We could not go into this,” said 
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THE ROLEX GMT-MASTER CHRONOMETER IN STAINLESS STEEL. 
ALSO AVAILABLE IN I8CT. YELLOW GOLD OR IN STEEL AND I8CT. YELLOW GOLD. 






Sushi and chips 
America's trade squabble boils 
over with Japan, page 65. j 
Splashes Asia's little dragons, 
page 70. And hurts consumers 
in America, page 20. Japanese 
banks cry wolf, page 82. 


Alfonsin escapes 
With a bit of trouser left in the 
army's teeth, page 29. 


Grown-up feeling 
At 750, Berlin wants a bit less 
nannying, page 49. 
















e M; Brazil's trade surplus 

| | Spectre to embrace 

Europe is fussing too much 

about missiles and i 

. too little about its non-nuclear 
efences, page 13. 


‘No need for the poor 
Poverty in rich countries is now 
abolishable, by changing 
certain sorts of behaviour, 
page 16. Victorian 
philanthropy, page 96. 


A distant Palestine 
Why Israel must, some day, 
give the Palestinians their due, 
page 15. A smaller triumph for 
Yasser Arafat, page 30. The 
occupied territories after 20 
years, pages 25-28. 


oS Se a SS ee 
Poland normalised 


But still polarised, pages 
51-55. 




































Clumsy giant 

Barges into the next century. A 
survey of Brazil, after page 56. 
RR a ese era Ron prooem) 
Just in time 

For factory deliveries, page 72. 
For Canada's ailing Dome 
Petroleum, page 66. For 
Britain's too protected GEC, 
page 19. 


An awful logic 


Why Sri Lanka's terrorists 
committed those slaughters, 

























Bound Euromarkets 
Is London making a mistake?, 
pages 77-78. 


Hot air balloons 
Rising gold prices, page 79. 
Tokyo's stockmarket goes on 
up as others fall, page 80. 


Science brief 


A new series of schools briefs 
starts by discussing how the 
ancient Greeks invented 
Science, pages 84-85. 


Lamentations 

Of last year's Nobel peace 
prize winner, page 95. New 
history of the Jews, page 96. 

























Revolting Scots 
May clamour for devolution if 
Thatcher wins thrice, page 14. 
Scotland's economy revives, 
page 57. So does its oil, page 
58. Guinea-pigs for poll tax, 
page 58. 
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87 Science and tech 







95 Books and arts: Elie Wiesel—Laureate of the Holocaust; 
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World politics and current affairs 


13 Europe's spectre 

14 Scotland's next revolt 

15 Shimon and Yasser 

16 The deserving poor 

19 GEC: Weinstock's Dutch treat 

20 Free trade or fair 

25 The West Bank: So hard to say goodbye 

29 International: Alfonsin tames Argentina's colonels, for 
now; Palestinians; Gulf shipping; Sri Lanka; Vietnam; Aida 
in Egypt; New Caledonia; Indonesia; South Africa; Karachi 

41 American Survey: Television's second childhood; Elec- 
lion debts; South Korea; Genetic engineering; Conrail; The 
judiciary; Bridges 

49 Europe: Why they're sulking as well as celebrating in 
Berlin; East Berlin; France; Poland: Edith Stein; Eec reform; 
Greeks and dogs 

56 Brazil: Clumsy giant. A survey 

57 Britain: Scotland's dreams of self-government; Scottish 
oil; Poll tax; Public-sector pay; Unemployment; Women 
voters; Teachers; Heart disease; Profit sharing 


Business, finance and science 


63 Business this week 

65 World Business: Now let's settle this trade thing once and 
for all; Japan's budget; Dome Petroleum; Company res- 
cues; Company directors; Theme parks; Coffee; Asian 
economies; Getty family; cacr; Manufacturing methods 

77 Finance: Tying down the Euromarkets; American take- 
overs; Precious metals; Tokyo stockmarket: Japanese 
brokers; Pre-emption rights; International debt: Credit 
cards in China; Japanese banks 

84 Schools Brief: The philosophy of science 

Max von Robor's first diskette 

concerto in X flat; Safe sex; ains deaths; Vaccines 

Economic and financial indicators: Output, jobs, prices, 

commodities, bourses, interest rates, trade, currencies; 

plus a closer look at population and at equity prices 


Books, arts and letters 


Kim Dae Jung; History of the Jews; Victorian philanthropy; 
Italian fascist architecture 
6 Letters 
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rowth and freedom 


IR—In your leader “The fading 
China” (March 28th) you say 
jat the “one-party system" re- 
icts the ability of Messrs Deng 
and Gorbachev to obtain relax- 
ation by the state of its grip on the 
“Chinese and Soviet economies. 
The clear implication is that the 
one-party system” prevents the 
political reform required to loos- 
n this grip. 
As one who has lived a large 
art of his life in the “one-party 
ystem" of the formerly solid 
Democrat south of the United 
States, I feel you have improperly 
lentified the culprit. It is in fact 
the totalitarian system of these 
ations that prevents reform, 
he absence of competing 
| parties. Where there is 
edom of expression, and free- 
to contest free elections, it 
atters little how many parties 
ist. Political parties are the 
sequence of alliances formed 
"swin openly contested 












































Louisiana from the 1940s to 
1960s (when a formal two- 
ty system began to evolve), 
g and anti-Long factions gave 
citizens of that "one-party 
ate ample opportunity 
for change and reform. 
ont st ‘this with Louisiana be- 
Huey Long’s assassination 
ith the big-city political ma- 
ines which operated in the two- 
ty systems of Chicago, New 
aston. There, elections 
re controlled, and reform was 
elya word. . 
et people express their ideas 
hout restraint, and permit 
vote for real choices in an 
lection, and whether 
ie, two, three or more 
is not relevant to the abili- 




















































. "Dreaming of trade 
‘Ss (April 4th), you assert that 
pan is already less protection- 
America or the EEC.’ 
While I cannot speak to the com- 
mentary on protectionism-in. the 
European Community, you are 
learly mistaken when it comes to 
he United States. 
-Yes, the United States has 
ade barriers, and yes, we have a 
dget deficit that is damaging 






























our international competitive- 
ness. That said, the facts actually 
show that Japanese protection- 
ism far exceeds anything seen in 
the United States since the 
1930s: GATT statistics, for in- 
stance, show that America im- 
ports over 60% of all manufac- 
tured. exports of developing 
countries. The comparable figure 
for Japan is less than 875—and 
declining. 

In 1985, the Department of 
Commerce estimated that Japa- 
nese trade barriers accounted for 
the loss of over $18 billion in 
competitive American exports to 
that country. Those. are aggre- 
gate statistics; the anecdotal evi- 
dence in supercomputers, tele- 
communications, construction 
services, fighter aircraft and oth- 
er sectors speaks for itself. 

The real criticism of the deci- 
sion to retaliate against the Japa- 
nese violation of the semiconduc- 
tor agreement is that it was too 
late. Had this or the previous 
administration retaliated a few 
years ago—when access to the 
Japanese market for American 
semiconductors was the only is- 
sue—we would not now be in the 
position of enforcing an agree- 
ment that offers little more than 
damage control for the American 
industry. 
Washington, 
DC 


J. C. DANFORTH 
United States Senate 


StR—Thomas Huxley is reported 
to have said that the great trage- 
dy of science is the slaying of a 
beautiful hypothesis by an ugly 
fact. The same may be said of 
economics. where the beautiful 
hypothesis is that free trade—the 


unrestricted flow of goods among 


nations—is beneficial to all. The 
ugly fact is that Japan, the most 
protectionist of all the industrial 
nations, is also the most 
prosperous. 

The average factory worker in 
Japan is paid about half as mn 
as his American counterpart; i 
South Korea about one-tenth as 
much. The low-paid worker 
doesn’t earn enough to buy for- 
éign goods; besides, the govern- 
ments of Asian countries, led by 
Japan, do their utmost to discour- 
age imports and keep wages low. 
So the cheap labour of some 


‘countries is able to flood the rest 


of the world with its products by 
underselling. 
Naples, 


Florida WiLiAM T. S1 CLAIR 


y x 
know that there is increasing frus- - 
tration and criticism around the An | 
world towards Japan but they do ae 28th) is not 
not necessarily understand why Belgian tradesman. He 
or how to deal with it. Rather leading mathematician em 
than antagonising Japan as a by Prince Maurice:of Nassau. 
whole, why cannot foreign gov- was not, however, the inventor of 
ernments try to let Japanese peo- the decimal system. 
ple know how they are deprived Heerlen, 
of opportunities of receiving bet- Holland 
ter life by letting foreign compa- 
nies participate in our interna- 
tional telecommunications. 

Why cannot foreign govern- 
ments let their people realise that 
the Japanese bureaucratic system 
is the major cause of some of the 
inconveniences imposed upon the 
Japanese people? As long as there 
isno initiative to change the system 
from within, 1 am afraid that 
pressure from foreign govern- 
ments may be the only solution. 










GEERT BRUINOOGE 


SiR—Simon Stevin was born in 

Bruges and lived in Holland. So, a 
if you had called him Flemish 
since he was born there, o 










Fujisawe, 
Japan DAIZABURO TONOSHIMA 
Procrustes 


SiR—One of your readers (Let- 
ters, April 4th) repeats the asser- 
tion that the deep Reagan tax 
cuts were the necessary prelude 
to force Congress to reduce pub- 
lic spending. This is an American 
contribution to economics: the 
Procrustean theory of public 
finance. 

Allentown, 

Pennsylvania CHARLES SURNAMER 


wouid be ied 


Bertem, 
Belgium 






SIR—Stevin was born. in B: iges | 
and may ‘therefore be called 
“Belgian” avant la lettre. 
Bruges, .. 

Belgium 


Hindu politics 


SiR— You describe Kerala's com- 
munists as helping "angry peas- 
ants to revolt against big Brahmin 
landowners" (March 28th). The 
term “Brahmin landowner” is a 
contradiction. Brahmins are the 
priestly and scholarly caste, and 
tradition stipulated that they beg 
for their living. In nine cases out 
of ten,big landowners belong to 
the royal caste and the business. | 4, 
caste (the second and third castes 
in the hierarchy). | 
You also suggest that Hindu- 
ism, "with its belief in almost 
instant reincarnation", is an ob- 
stacle to revolution. The Hindu 
belief in reincarnation—rebirth 
rather—stems from an asse 
of individual will. Hence one is 
free to rewrite one's fate, : 
were, by the kind and quality 
life one chooses to lead in thi 
present birth. If you seek caus 
for India’s apathy, you might” 
acquaint yourself with thein- 
numerable invasions of the sub- - 
continent, which have blighted 
the spirit of its. people and 
numbed them into a state of 
passivity. 
Los Angeles 
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“ciformation should be addressed : 











This year, vou could — 
uence the success of : 
 Oonecompany. © 


Orten. 


You are already influencing the success of 
your present company. You thrive on the 
challenge of identifying practical solutions to 
diverse business problems. You are young, 
ambitious and restless. 


member of our Business Appraisal Group, 
you could be contributing to the success of ten 
or more Companies in a single year. Your role 
will take you to the highest levels of our 
clients’ organisations, working alongside chief 


-. executives and general managers to address a 


challenging range of operational and strategic 


. issues. 


The variety of projects you can expect to 
«handle, the breadth and depth of each, 
demands either line management experience 
(of more than one function) in a major blue 
chip company, or general management of a 
naller organisation. At ease with management 
s from costing and budgeting to 

ance measures, you'll apply an 
. excellent commercial awareness to projects 
ranging from efficiency reviews and viability 
Studies to post-acquisition management. 


If you are to prove the high flyer we seek you 
will also need to be aged between 27 and 32, 
with a good first degree and probably a 
postgraduate qualification such as Accounting 
or an MBA. Excellent personal attributes — a 
confident manner, strong presentation skills 
and the ability to communicate on paper and — 
in person — are also critical. Du e 


In return, we can offer you the chance to 
reach the top, perhaps as one of our Partners. 
Starting salaries are in the range £20 — 32,000, 
with the benefits (including a car) you would 
expect of an organisation which commands - 
international respect. 


Convince us you have the potential for 
consultancy by writing now with full career 
and personal details (including daytime - 


- telephone number) to Roger Bacon, quoting 


reference 3061/E on both envelope and letter. - 





— . ManagementConsultancy Divisio 
98, HillgateHouse,26OldBailey, London ECAM 7PL 








ABU DHABI NATIONAL OIL COMPANY 


ADNOC is one of the major oil companies in the Middle East controlling the 
Exploration, Production and Processing of Oil, Gas and Associated Products in Abu 
Dhabi and the Marketing of ADNOC's hydrocarbon products. = ` ` 


The Company wishes to appoint in its Data Processing Services Directorate a: d 
“SENIOR APPLICATIONS ANALYST — TECHNICAL" — 


to work within the Corporate DP Management team. Different Mainframe technologies such as CRAY, ICL, IBM and HP are in 
operation in the ADNOC Group of Companies, in addition to PCs and Local Area Networks. "i 


The candidate will analyse the Group Data Centres’ IS plans including budgets in order to achieve total optimisation Grot -wide : 


_.. He will participate in the development of the Group aggregate IS Plans, will advise corporate management in monitoring the 
* progress of the IS Plans implementation, detect trends and propose policy options on various subjects. Hr uei 


He will be called to provide assistance to the Group DP units in the preparation of their IS Plans and demonstrate the procedures 
allied to them. 

The candidate should have a University Degree in Computer Science or equivalent, plus significant technical training in DP coupled 
with 8 years Systems Analysis experience including 2 years at a senior level. Substantial experience in formulating DP plans and. 
very good knowledge of English are essential. 


ADNOC's attractive benefits include a competitive tax-free remuneration, medical care, family accommodation, furniture 


allowance, paid home leave for the family and educational assistance for.eligible children. " "S 
Interested candidates are invited to forward their detailed applications together with photocopies of their education and experience T 


certificates, within three weeks from the date hereof to: 


THE HUMAN RESOURCES DIVISION MANAGER 


PERSONNEL DIRECTORATE 


ABU DHABI NATIONAL OIL COMPANY (ADNOC) 
P.O. BOX 898 — ABU DHABI — U.A.E. 


THE INTERNATIONAL MONETARY FUND 
às a vacancy at its Washington, D.C. Headquarters for an 


EDITORIAL OFFICER 


The External Relations Department of the IMF is looking for a writer/editor 
prepare and edit articles for the IMF Survey on subjects related to the 

: Fund's activities. The incumbent will also share responsibility for writing the 
“monthly IMF Memorandum, which involves identifying and describing 
Sant trends based on data from the Fund's International Financial 

ics. . 

The incumbent must possess a thorough grounding in economics (prefera- 
bly a Master's degree in economics and statistics) in order to be able to 
derstand and interpret the technical work of other economists and to 
mmunicate the results accurately to the lay reader. He or she must also 
have several years' relevent experience and have demonstrated the ability 


t ting skills may be required. The successful 
candidate will be offered: an appointment on usual Fund staff salary and 
':: conditions, relocation benefits (for those living outside the Washington D.C. 

area) and, if he or she is not a US. Citizen or resident, home leave and 

education allowance benefits. The position is graded at the professional 

entry-level (typically. suited to those with three to eight years experience). 

Those interested should send their resumes to. reach the following address 
cnolaterthan May 18, 1987. - 


THE INTERNATIONAL MONETARY FUND — 
Recruitment Division, Room 6-525. 


-` 200 19th Street; N.W. 
Washington, D.C.20431 


Sokoto Agricultural and Rural Development Authority : 
(A World Bank Assisted Project) 


NIGERIA 


Requires a 


n G EN ERAL MAN AGER. t 


Nigeria's integrated agricultural development: programme mainly com- 
prises World Bank backed. Agricultural Development Projects (ADP's) in 
individual states. One such: project is in Sokoto State, where a General |; 
Manager is required for the Farmers Agricultural Supply Company Co Ltd. 
The person appointed will be responsible for the entire running of . 
company which deals with the distribution of agricultural inputs to Sokoto 
State. He will head a team which 

cost effective way. : 


Qualifications. and' Experie 


in local currency in Nigeri 
appropriate. The officer a 


Applications may be madi 
The Director 0 — 
Agricultural Development 
Liaison Agency < : 
27 Dover Street 

London W1X 3PA 

UK 





ha unen i | GET UP-TO-DATE ON THE LATEST | 
he word is... FORECASTING METHODS 
AND APPLICATIONS 


oo. PE a 
Privatisation AT THE 
vu Seventh International Symposium x 
atisation is sweeping the world, and no country has on Forecasting : 
xperience of it than the United Kingdom. That is SHERATON BOSTON HOTEL 
nisters, officials, bankers, and businessmen from BOSTON. MA 
S pe globe will be meeting at Jhe London MAY 26-29, 1987 


i Suesing the polítics, economics, a mechanics of * Keynote Speeches * Over 100 Sessions 
_ privatisation will be the chairman of privatised by: including: t 
" companies and expert insiders including: Paul Samuelson, MIT New Products: Pe 


Spyros Makridakis, INSE : j 
< x John Moore MP, UK Secretary of State for ub lage INSEAD isa) 


-Transport and co-ordinator of several privatisation Albert Wojnilower, Finance 
measures; First Boston Corp. Health Care. © 
` x: Gerry Grimstone, merchant banker.and former EE 
tegist in HM Treasury; and p er Features: : * Contact e 
: Exhibits (software, data Prot: AJ. Scott Armst E 
d UA QUUM expert behind the sale of consultants, books) : Chairperson, ISF/87 
"Problem Solving Sessions” The Wharton School 


‘The registration fee for The London Conference on (Discuss your problem Univ. of Pennsylvania . 


: Privatisation is £295 + £44.25 VAT. with a panel of experts) Phila., PA 18104-6387. 
NE ; Social Events, Tours and Phone: (215) 898-5087 


Guest Program Telex 7106700328 


e Adam Smith Institute, 
Abb 


y Orchard Street, Sponsored by the l 
AP 2JH. ; INTERNATIONAL INSTITUTE OF FORECASTERS 


in collaboration with the 


lex 93 770 W1BU G. Sloan School, MIT, 


and the Harvard Business School 


Oxford 


Advanced Management Programme 5 July - 14 August 1987. 


“The Advanced Management Programme is a six week programme concerned with the overall 
: govelopmant of the business enterprise and the determination and implementation of corporate = 
: Strategy. |t is designed for managers whose problems involve the coordination and direction of the different 
^: functional parts of a business; where the need is not to know more about their own function, but to understand: 
the problems and thinking of managers in other functions of the business. 


Case Studies 


The course is taught by a visiting faculty of Senior AMP For twenty two years the AMP has 

Professors from America's finest business schools, provided the.very best of American. 
. ,using more than 100 case studies. The style of the teaching style in a European setting, working with — 

"programme is to immerse the participants in the Professors drawn from the Harvard Business...” 
analysis of real business situations and to have School, MIT, Northeastern and Bentley. ; 
them argue their. individual analyses among Since 1983 AMP has been based at Templeton 
themselves in their discussion groups and in class. College, the Oxford Centre for Management -- 

Studies. 


Price £5.600 + VAT Residential, all materials 
EM ties to Anna Lever Ue E2) included. 


Faculty Chairman: Paul Vatter 


Te! (0865) 735422 Telex 83147 atin TEMCOL Telecopier (0868) 736374 





The “Cité des Sciences et de l'Industrie" is the most recent attrac- ar 
tion of the 55 hectare La Villette multicultural complex on the outskirts S- 33 
of Paris. Conceived for the general public, this 21st century science * E 
centre will contribute to a better understanding of modern science and ME 
technology. | E! 


Covering over 1.3 million m’, the “City” features a magnificent | ies. 
building with vast exhibition areas,a multimedia library, an internation- lee 
al conference centre and many other public facilities. And a spectacu- | 
lar 36.5 m diameter Géode with a unique hemispherical theatre. The us 
architectural excellence of this impressive high-tech project is comple- 
mented by the functional distinction of Philips advanced technology. 

Closed circuit television, for example, with over 250 cameras 
linked via optical fibre transmission lines to the security surveillance 
centre. We have also supplied the lighting, LaserVision, staff intercom 
and sound distribution as well as access control and intruder detection. 


LIST T TTA. 
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ARCHITECT: ADRIEN FAINSILBER 





Philips technology also complements the architecturally out 
standing Muslim headquarters at Kota Kinabalu in Sabah, Malaysia. 
Considered the most sophisticated building ofits type in the region, the 
new Majlis Ugama Islam Sabah (MUIS) headquarters comprises four 
office blocks, an art gallery, a shopping mall and a vast multipurpose 
main hall for sports, cinema, theatre and other cultural activities. 

As project coordinator, we were responsible for the design, 
supply and on-site supervision of highly flexible lighting and sound 
installations, including building acoustics, sound reinforcement, 
cinema and stage equipment as well as functional and aesthetic indoor 
and outdoor lighting. If you want the best in electronic technology for 
your high-tech building, you can always rely on Philips to provide 
the finishing touch. 

Philips. The sure sign of expertise worldwide. 


E PHILIPS 


Philips Corporate Marketing Communications, Eindhoven, the Netherlands 


Our star comprises four arrow- 
heads, each of which contain, in Arab 
^... calligraphy, two words: Commercial 

< Bank. 

.. This is the corporate symbol of the 
Commercial Bank of Kuwait, famous 
for its pioneering approach to Middle 
East banking. . 

We were the first Kuwaiti bank 

to establish a foreign exchange dealing 

room; first to introduce automated 

letters of credit; and first to link all 
branches on-line to a central computer. 


Now we're leading the way with 
forward rate agreements, interest rate 
swaps, cutrency options and interest 
rate options. 

With strong contacts in 89 countries 
many major companies are already 
enjoying the benefits of our services. 

So could you. And at very competitiye 
prices, too. Im 

Bear us in mind next time you 
have a special need. Commercial Bank 
of Kuwait promises you an open mind 
and some very imaginative thinking. — 


Ligia 
Commercial Bank of Kuwait 


Kuwait: PO: Box 2861, 13029 Safat, Kuwait. Telephone 2411001. Telex 22004 CBKKT. 
New York: 350 Park Avenue, New York 10022-6090. Telephone (212) 207 2420. Telex 421 744 CBK.N 
oss; European Representative Office: St. Alphage House, 2 Fore Stree! London EC2Y SDA. Telephone 01-638 201 





The | 
conomist 


Europe’ S spectre - 


i dts finger as usual on the previous item of the agenda, 
. Europe is about to give the right answer to the wrong 
` question about its future defence. The wrong question 
is whether Western Europe can be protected without all 
-the varieties of nuclear weapon which at present sit on 
. Yes, it can. The right question is when, and 
--how, Europeans will persuade themselves to improve 
^ the non-nuclear part of their defences. It will soon be 

necessary to do this, for a reason unconnected with the 

‘current hooha over medium-range missiles, just-under- 
. medium ones and all that. Fortunately, the hooha has 
accidentally made Europeans think harder about the 
real issue: for which their children may be grateful. 

The main reason for bringing cruise and Pershing-2 
missiles to Europe was to prevent Russia getting a 
decisive lead in nuclear weapons between the short- 
T battlefield sort and the intercontinental monsters. 

as worked. Imagine that, ten years ago, when NATO 
first talked of deploying its new missiles, Russia had 
uddenly said that, well. on second thoughts, it was 
ncelling its SS-20 programme, scrapping its older SS-4s, 
and, come to think of it, dismantling its monopoly of 
ghtly smaller missiles too. Western Europe would 
ve given a whoof of relief. It can be just as pleased 

at it has apparently achieved precisely that in 1987. 
-Df course, the defence of Europe still needs nuclear 
| weapons. Russia still has too big an advantage in non- 
-< nuclear ones; and, even if it did not, too many wars 
have broken out in the past between equal-sized 
conventional armies for modern Europe not to wel- 

me the healthy, don't-you-dare presence of some 

clear arms. 
_ It is therefore necessary to explain courteously to Mr 
Mikhail Gorbachev that there will be no negotiating 
away of battlefield missiles, nuclear-armed bombers, or 
itain's and France's private armouries. This newspa- 
uld also like NATO to keep a few middle-range 
: Europe for their potent symbolic value 
i T, for obvious reasons, ones that can reach 
E Russia). But the main point is that the feared “decou- 
pling" of Europe from America will not happen so long 
here are (a) enough American soldiers in Europe 
ill get killed if the Russians attack; (b) enough 
r weapons that will be used if Russia's tanks look 
saking through; and (c) a Russian belief that, if 


‘nothing else works, America will launch its interconti- — 


some star-wars protection. over its s ead). "Th 
content of category (b) is relatively unimportan 
Still, this largely unnecessary argument. bou 
prospective thinning-out of nuclear arms has hac 
excellent effect. It has made West Europe 
examine the other, non-nuclear, part of their shi 


As the Americans fade 

This needs urgent repair, and not only bec 
Warsaw pact is already uncomfortably stron 

NATO in various things that can plunge through shi 
The Russian side is about to become even st 

since the Americans will most probably soon b 

some of their soldiers out of Europe. To cut Amer 
budget deficit, the post-Reagan administration 
almost certainly rein back defence spending. Out: 
tighter defence budget, many Americans will 
allocate less to Europe and more to getting ready fo 
possible crises in other parts of the world, such as th 
Gulf or one day, God forbid, Mexico. Every mornin: 
Europeans ought to remind themselves that Americ. 
are rather tired of spending roughly as much 
Europe’s defence as Europe spends itself, whet 
Europe spends nothing to defend America. 

This is the top item on Europe's defence agend; 
since nuclear arms and conventional insufficiency ar 
dangerous companions. Western Europe has to choo 
whether, at the turn of the century, it stands confid 
alongside America or gazes nervously up at Russi 
Unless Russia is willing to do some sweeping one-side 
disarmament, Europe will have to do some rearming. 
should avoid two pieces of wishful thinking. 

First, you cannot get more defence without spendit 
more money. The wishful-thinkers are already st. 
to say that it can be done by “rationalisatio 
Europe’ s arms production. Leave aside the fact 

"rationalisation" most European politicians mean 
new international get-togethers that soak up mone 
Even if Europe made its arms the genuinely cheape 
way—with each weapon made by the company that ca 
do it most efficiently, no matter if that means los 
in other countries—this will not save enough cash 
pre revent a rise in defence spending. To protect 
tter, Europe has to dig into its pockets. - 

Second, the defence of Western Europe does. n 

















! stop at Europe's borders. The Europeans have things 


. outside Europe they need to protect: Gulf oil from 


E. Islamic mayhem, Africans from predatory Oaddafis. 


This is an extra burden; but it could bring with it a 
— welcome compensation. If three or four European 
countries could take some of the weight of guarding the 


_ Gulf off America’s shoulders, for example, America 


would be less inclined to take troops out of Europe to 
. look after the Gulf—which would mean fewer new 


European conscripts needed for the guarding of Europe 
itself. In defence as in economics, autarky is inefficient. 

A Europe that first seems to demand new American 
missiles, then seems to reject them, and is now tempted 
to cling on to them, exasperates America. That has 
happened, of course, because two Western Europes 
have spoken with two clashing voices. May Europeans 
now assemble a single voice, and speak a policy, before 
Americans throw up their hands in despair. 





. Scotland's next revolt 


.—. Stay calm, Sassenachs 
If Margaret Thatcher wins the next election, one of the 


= poisiest issues in British politics will quickly become the 
future of Scotland. The cry of devolution, stilled for 
~ eight years, may turn into a roar. It need not be as scary 


$ 


. asit sounds. 


The Scots are different from the English. They have 
their own legal and educational systems, their own 
established church. Scottish banks issue their own 
notes. Their shops are allowed to trade on Sundays, 


— their pubs to open for longer hours. They are adminis- 
_ tered separately, through the Scottish Office, with its 


own mini-departments of agriculture, industry and so 
on. They are culturally different: they smoke more, die 


3 x earlier, eat fewer vegetables, bake better, and most of 


_ them speak with accents baffling to those who live south 


‘ E of Hadrian's Wall. Above all, they are brought up to 


- see themselves as under England's thumb. 

It takes little to arouse in the Scots this sense of 
national oppression. Mrs Thatcher's government has 
achieved it. Although North Sea oil brought wealth to 
north-eastern Scotland, the country has lost almost one- 
third of its manufacturing jobs since 1979 (a bigger 
proportion than Britain as a whole). Unemployment in 
other depressed regions—Wales, the West Midlands, 
_ the north and north-west of England—fell last year; in 
Scotland, it continued to rise. Only recently (see page 


4 - 57) have there been signs of revival. . 


king round for someone to blame, the Scots have 


noticed that they have now been governed for eight 
= years by a party which nearly three-quarters of them 
.. voted against. Of Scotland's 72 members of Parliament, 


only 21 are Tories. The rest are Labour (41) or SDP- 
Liberal Alliance (eight) or Scottish Nationalist (two). 


3 And the 28% of the Scottish vote that the Conservative 


X. party won at the 1983 election is more than it expects to 


= win next time. Senior Tories guess they might hang on 


. to only 14 Scottish seats. So the Scots now face the 
likelihood of a third term of government by a party 


4 . elected mainly by south-of-England Conservatives, 
- . with barely enough support in Scotland to muster the 


customary quota of Scottish government ministers. 
This prospect, known in Scotland as the Domesday 

scenario, has led to new agitation for some form of 

devolution. That issue receded after the fiasco of 1979, 
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when the Labour government allowed the Scots a 
referendum on a proposal for an assembly of their own. 
In it, 33% of the electorate voted for, 31% against- 
and 3696 didn't bother. Now, Scottish Labour an 
Alliance MPs have drawn up a joint declaration on the 
need for a Scottish assembly, and each party is prepar- 
ing a devolution bill. Given their electoral chances, 
these plans make little odds. But Scotland's devolution- 
ist press has been floating schemes for an assembly of 
MPs and other worthies to be a high-powered talk-shop 
if a third Thatcher government returns. 


Better the scapegoat you know 

The Tories alone refuse to contemplate devolution. 
They argue that the issue is largely got up by the press. 
Maybe. A recent opinion poll found that 50% of Scots 
wanted a Scottish assembly within the United King- 
dom, while another 32% wanted total independence. 
But when asked which issues mainly affected their 
voting intentions, only 2% of Scots said “devolution”. 
Twice as many replied “AIDS”. Yet, got up or not, the 
pressure for devolution is likely to grow under a third 
Thatcher government. The Conservatives should tak- * 
seriously but without dismay. 

Their main argument against devolution is that the 
rest of the country would ask “why not us too?" Well, 
why not? For all the months of parliamentary time 
devoted to relations between central and local govern- 
ment in Mrs Thatcher's second term, that issue remains 
unresolved, to be tackled in a third term. The essence of 
any solution must be to align political power with 
financial responsibility. At the moment local authorities 
spend money that they do not themselves raise in tax, 
but have most of their spending priorities determined 
for them by central government. A realignment of 
power and responsibility which worked for England's 
regions might also provide a framework for more self- 
government in Scotland. That would not give the Scots 
the freedom they most want: the freedom to run their 
own “expansionist” economic policy. It should, howev- 
er, give them more scope to make imaginative reforms 
aimed at freeing the labour market, perhaps, or at 
stimulating small businesses. 

The Scots themselves might reasonably hesitate to 
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demand more. They already do well out of the public 
purse: for example, they enjoy the highest spending per 
person on health and education of any region in Britain. 
That is reflected in Britain’s highest ratio of hospital 
beds, doctors and denuists per head, and lowest ratio of 
pupils to teachers. Give them more power to order their 
own affairs, and the rest of the country might begin to 
jib at so large a regional subsidy. Scottish businessmen 
already fear that devolution would leave them with 
higher taxes than the rest of the country. 

That would certainly happen if the Scots’ power to 


Shimon and Yasser 


The slim chance that a reunited PLO will be able to do 


a West-Bank deal with Israel 


"ir Yasser Arafat, the chairman of the Palestine 

iberation Organisation, is one of those exasperating 
fellows who will not go away. Israel hoped it had got rid 
of him at the end of its war in Lebanon in 1982, when 
Mr Arafat and his men had to flee Beirut under 
American protection and find refuge in countries far 
from Israel’s borders. In another humiliation, half of 
the PLO promptly defected from Mr Arafat to form a 
more radical "salvation front" under the untender 
thumb of Syria's President Hafez Assad. 

It has taken less than five years for the wily survivor 
to bounce triumphantly back. In Algiers this week, the 
Palestine National Council—the nearest thing the Pal- 
estinians have to a parliament-in-exile—agreed to re- 
unite the two halves of their movement. Mr Arafat 
promptly promised to step up the "armed struggle" 
against Israel. This ought to worry the rest of the world 
at least as much as it worries Israel. Yet it could, if the 
world is lucky, present an opportunity as well. 


Few battalions, still in command 

rt with the reasons for worry. Mr Arafat does not 
nave the power to do much military harm to Israel. He 
does have the power, by thwarting attempts at peace, to 
keep alive a conflict that has generated four big wars in 
barely quarter of a century—in 1956, 1967, 1973 and 
1982. Another one could bring catastrophe to both 
sides, with or without the superpowers. In between 
wars, the conflict with Israel nurtures a general Arab 
discontent. It nourishes terrorism and it distorts the 
relations between America and the Arab countries that 
. own nearly half of the world's oil reserves. 

It is in the interests of both America and Israel to 
break this stalemate. To do so, they need to recognise a 
paradox. Mr Arafat, who presides over one of the 
world's least successful guerrilla armies, holds the key 
to peace. He does so for the same reason that explains 
his survivability. Mr Arafat will not go away because, as 
chairman of the PLO, he commands the loyalty of 
several million people who call themselves Palestinians 
and who will not go away either. 

The danger from Algiers is that Mr Arafat may now 
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fight for their own interests in London were reduced. 


With most Scottish decisions taken north of the border, 
the secretary of state for Scotland might lose his cabinet 
rank. The Scots who bargained with the chancellor of 
the exchequer for their share of public spending would 
do so in the open, not behind the closed cabinet door. 
And they would not be Tories. Would they be more 
likely than a Tory secretary of state to return from a 
meeting at the Treasury clutching fistfuls of cash? If the 
Scots want devolution, let them have it; but they may 
prefer to have the English around to blame. 


deploy this power to block peace, not to promote it. 
This will certainly be the case if he has brought the 
Palestinians’ wilder men back into the PLO simply by 
adopting their uncompromising stance towards Israel. 


Some signs point ominously that way. One is the 
renewed emphasis on armed struggle. Mr Arafat has — 


abrogated his two-year-old agreement to seek peace 
talks in partnership with Jordan's King Hussein, and he 
will probably start to dampen his friendship with Egypt, 
the one Arab country that has made peace with Israel. 
What, though, if Mr Arafat turned out to have 
achieved unity on terms closer to his own? Then Algiers 
might have brought peace a couple of notches closer. 
For two frustrating years, America, Egypt and Jor- 
dan have been trying to push Israel and the Palestinians 
towards the only solution that looks remotely workable: 
Israel's withdrawal from most of the land it occupied in 
1967, and the establishment there of some kind of 
Palestinian enclave, linked to Jordan, in return for 


recognition of Israel. The prospects for such an agree- - 


ment are not all dim. Both Mr Arafat and the leader of 


Israel's Labour party, Mr Shimon Peres, have at times 


reached towards it. But their hands have not yet 
touched because each man has had compatriots tugging 
them back at the elbow. 

To settle for a state on the West Bank and Gaza, Mr 
Arafat will have to renounce his people's claim to the 
part of Palestine that became Israel in 1948. This is what 
the endless debate over UN Resolution 242 is all about. 
But the claim on Israel is an article of faith to many 
Palestinians. To have renounced it while the PLO was 
split, with half of it under Syria's hostile control, would 
have exposed Mr Arafat to mortal danger. Algiers 
offers a slight hope that he will now feel secure enough 
to grasp Mr Peres's oustretched hand. In a united PLO, 
the Palestinians at his elbow may still hold back his arm; 
they are less likely to plant a dagger in his back. 

Mr Arafat, a cautious man, will run no risks unless he 
sees some chance of winning something in return. Mr 
Peres leads a party that sees the need for Israel to reach 
some sort of accommodation with the Palestinians. But 
many Israelis, including the prime minister, Mr Yitzhak 


















JA Shamir, still reject this simple proposition. They argue 

— that, since the Palestinians want to set up their own 
— state in Israel's place, theirs is one of those small 
= pationalismsthat history will eventually have to override. 
All of this may once have been true. It has become 

- progressively less so since Israel's fateful victory in 1967 
brought more than 1m Palestinians under Israeli occu- 
pation. The change, paradoxically, has strengthened 
Palestinian nationalism (see pages 25-28). West Bank 
_ Arabs who had been content to call themselves Jordani- 
. ans and support King Hussein now call themselves 
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Palestinians and support Mr Arafat. It is no longer 
possible to push the Palestinians to the margins of 
Israel's argument with the Arabs: they are at its core. 

Yet the 1967 war also changed things in a positive 
way. It convinced some of Israel's neighbours that they 
could not destroy Israel in war, and it gave Israel land 
that it could offer the Arabs in return for peace. In 
1979, these changes brought Israel peace with Egypt. 
They could bring peace with the Palestinians as well—if 
Mr Arafat and Mr Peres help each other shake off the 
doubters at their elbows. 





The deserving poor 


.. School, marriage and a job: now, poverty's best cure 


— In most rich countries the last and humane battle to 
= abolish poverty now needs to turn to changing behav- 
. jour, rather than spending more social-security money. 
. The danger is that the political Left may think this is 
= contrary to its pity ethic, while the political Right may 
_ swing away from pity once it grasps from new social 
surveys what is happening. 

Those surveys, says America’s latest best-selling 
sociologist,“‘reveal with striking clarity that the require- 
ments for getting out of poverty in the United States are 
so minimal that it takes a mutually reinforcing cluster of 
behaviours" to remain poor. An American's chance of 

stayi r is less than $% if he or she does the 
_ following three things: (a) completes high school; (b) 
. gets and stays married: (c) stays employed, even if 
initially only at the minimum wage. Americans who fail 

_ these three requirements have an up-to-80 times greater 
chance of staying for a long time below the official 
poverty line, and breeding sad generations there. 
The median age of poor Americans is now a lusty 23. 

Around 80% of their children in the poorest areas are 
— being left with young unmarried mothers, although 
= three-quarters of families headed by an unmarried 
_ teenage mother stay poor. That pattern has galloped to 
_ Europe, where unemployment is now higher than in 

_ America and even more concentrated among the 
- young, and where having a baby is, for many, the surest 
. way to get a public-sector house of their own. 

Most other sorts of poverty in rich countries are 
_ disappearing fast. In 1966, nearly 30% of over-65-year- 
old Americans were poor; today, if you include the cash 
value of Medicare (as you should), only 3% are, 
~ although the official poverty line has everywhere been 
= generously raised. Many a 60-year-old Oxbridge gradu- 
ate had a real income from his starting salary in the late 
1940s below today's British poverty line, although he 
was then thought of as a rich young man saving to buy a 
— television set. In America, recent household surveys 
= have reported the poorest 20% to be spending three 
times the pre-tax income they said they got. Much of 
this is honest spending from non-income (eg, from 
students' loans), but there is a lot of under-reported 
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income in the underclass. 

Guilt about the youthful poor could therefore so 
turn to indignation. This would be monstrous. The 
underclass has been incapacitated by the breakdown of 
monopoly public-sector services which were originall 
supposed to help them. Under Britain's national heal 
service and trade-unionised schools, the health and 
education of the cosy have improved by more than 
those of the poor because good doctors and teachers 
prefer customers in Surrey. The police give least 
protection in the poorest areas with most crime. Every- 
where money has been thrown at housing for the poor, 
but the mood there is so bad that all surveys suggest the 
same youth is much more likely to flout the three 
requirements if he lives in it than in any other housing. 
Policy needs to turn to aid the three requirements. 


Some remedies 

In education, parents in the underclass must not be 
forced to send children to a local-authority monopoly 
school which has a juvenile delinquency rate 20 times 
higher than in neighbouring local-authority schools v 
exactly similar intakes. Self-reliance is not increased oy 
schools which tell children that it is the outside world's 
racism that has made them welfare cases; all surveys 
suggest such schools make poor children less employ- 
able. There are many ways of bringing competition 
within public-sector schools (schools financed by cen- 
tral government according to the number of pupils they 
attract, variations of city technology colleges). Each 
parent in each poor area should have such alternatives 
to a Nelson Mandela Comprehensive. 

After a 25% decline in young black males’ participa- 
tion in America's labour force since 1962, 7196 of the 
dropouts told a 1984 survey they could get a minimum- 
wage job very or fairly easily. But, they felt, why take a 
night porter's job that means waiting each midnight at a 
bus-stop where you will be regularly mugged, of money 
that is anyway less than you can get from mum's welfare 
plus part-time untaxed casual earnings, even excluding 
those from crime or prostitution? Reform will have to 
lie in tying any state aid for some of the young to 
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need to build - 


a power station’ 


GIL BLACKMAN, DEPUTY CHAIRMAN 
Central Electricity Generating Board, UK. 


» « When it comes to generating electricity, Britain can certainly show 
ird a thing or two. In fact, Britain has so many things to show you, - 
e've organised the biggest exhibition of its kind ever staged in the 
. to promote the nation's expertise in power aac XO | 


. Its called Power Plant UK '87 - 


You'll be able to meet representatives of many 
eading suppliers, as well as experts in such fields as 
nance and ogn, manufacture and construction, 


> "Virtually. everything you need to build a power 
a ‘station will be on display, which makes this by far the 
E ost t powerful attraction in Britain this summer. 





£519,000,000 
Total premium 
income up 20% 








28.5p Annual 


£4.9 billion Dividend 
Total Funds under £17,400,000 up 20% 
Management up 26% Profit after tax 

up 23% 


S^ is happy to announce that 1986 
‘ew post-tax profits for shareholders were 
£17.4 million, 23% up on 1985, A notable 
‘new. contributor to profit was our unit trust 
«company, whose pre-tax profit was: 
-£1.3 million. In view of our sustained growth 
we have declared a total dividend for 1986 
of 28.5p per share, an increase of 2096 
ver last year. mn $ 
-o Surging bond sales and an excellent 
tst full year for our unittrust company 
suited in very satisfactory new business 
gures. Single payments rose to £368 
illion; up 9096 on 1985. Annual premium 
ayments at £53 million matched 1985's 
ecord levels, if a special tranche of 
reassurance business in 1985 is excluded. 
Nearly 8096 of our sales is accounted 
‘by Brokers and other intermediaries. 
‘They are the backbone of our business. 
But our direct salesforce, which operates 
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SUN BEAMS 


completely separately, also had a 
Successful year with sales 2896 up on 
1985. 

In 1986 the funds we managed grew by 
Over £1 billion, more than the total funds 
we managed ten years ago. This brings our 
current funds under management to nearly 
£5 billion. 

Other successes in 1986 included 
seven of our unit trusts being listed by 
Money Marketing/Opal in the top ten best 
performers in their sectors. Two of these ~- 
funds featured in the overall top 10 out of 
more than 800 qualifying funds. 

To celebrate 10 years of unitlinked 
business we launched our Anniversary 
Bond in February 1987. Sales have 
exceeded expectation and currently stand 
at over £100 million. We have generally 
had a very good start to 1987 and 
anticipate further excellent results. 





Sun Life has expanded rapidly from its 
traditional life insurance base. If you would 
like to hear more about. a year in the life of " 
what is now one of Britain's most 
consistently successful investment: 
houses, ask Tony Setchell for.a copy of our 
1986 Report and Accounts. 

< Sun Life Assurance Society plo; 
107 Cheapside, London EC2V 6DU. 


Factline: 01-606 7788. 





BRINGING INVESTMENT TO LIFE 
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e Org Sc to become 

The seminar most quoted here (published by 

the American Enterprise Institute as “The new consen- 

sus on family and welfare") urged that workfare and 

eracy schemes should apply even to teenage mothers, 

.. because "children do not benefit, in the long term, from 

.. having the single parent at home full-time" if this means 

. they grow up with a tradition that no family member 
ever has a job. : 

. The biggest struggle will be to oblige future fathers to 

ke responsibility for their children, in a new Victorian 

mosphere when medical terror will anyway be dimin- 






























The Phi 


to wonder the stockmarket cheered Britain's General 
. Electric Company (GEC) when it announced its ambi- 

"tions for a joint venture with Holland's Philips—a 
|. welcome proposal from a great company that has 
recently lost its way. With annual turnover of £6 billion 













. Britain's manufacturing companies. But unlike ICI, 
_ Which has diversified from bulk chemicals into specialty 

. chemicals, GEC has failed to translate its old electrical 
rengths into electronic ones. Its profits, after four 
. years on a plateau, will fall this year. For this, blame 
mainly too much dependence on its home market, and 
too much patronage from British governments. 
GEC acquired AEI and English Electric 20 years ago. 
nce then, successive British governments have contin- 
. ued to tolerate the suppression of competition implied 
by their preference for buying British. The Queen's 
_. Awards for Industry that GEC won this week should not 
«< obscure the fact that nearly three-quarters of its profits 
#071 half its sales are made at home. Two-thirds of these 
— tish sales are made to the public sector. Neither GEC 
. hor Britain has benefited from this chauvinism. The 
|... company's shortcomings have hit every headline: high- 
_ Speed diesel locomotives for British Rail that overheat 
. 8nd break down; early-warning Nimrod radars that 
failed to meet the air force's requirements; and, the 
atest example, trouble over the Foxhunter airborne 
. radar for Britain's bit of the European Tornado fighter. 
. These embarrassments on public contracts at home 
could handicap the company when it seeks to win orders 
oad. Foreign governments may wilt from buying 
British, having seen the British Ministry of Defence 
. write off nearly £1 billion spent on the Nimrod early- 

warning radar and turn instead to Boeing. In telecom- 
munications, where British Telecom is now sensibly 
. importing Swedish equipment to plug gaps and goad 
EC (and Plessey, a fellow supplier) into producing 
er telephone exchanges, Britain's share of world 
rt markets has declined, under two decades of 
public purchasing, from roughly 20% to just 5%. 

-. Until the Philips deal, GEC's response to these 










































Weinstock's Dutch treat 


ips deal is good for GEC—and good for Britain 


9.7 billion), GEC lies second only to ICI among. 





ishing promiscuous sex. The attitude of the ch 
ought to be important here, but sadly isn't. P. 
might now be banishable from rich countries if t 

still the high tide of the Sunday School move 
which once taught two-thirds of American chil 
almost exactly the attitudes and habits which (e 
more than skills) are what the self-reliant need for t 
modern world. Instead, the most popular clergyme 
among normally kindly Americans declaim today o 
the uncompassionate Right, while the more hierar 
English desert an established church whose leade 
grope with the unseeing Left. ; 









E Wo. d 
setbacks was worrying. After sens{bly resisting. th 
temptation to blow his cash hoard on overvalued h 
tech companies, Lord Weinstock mused about dive 
fying into financial services. They are no place 
newcomer at the tail end of a bull market. GEC 
tended to blame its troubles on everybody but itse 
and mainly on its customers. A lot of this blame is we 
directed. Admirals, generals and air marshals chop. 
change specifications on their contracts because 
are spending taxpayers’ money, not their own 
blaming your customers is no way to win new ones. 

















Changing a national into a multinational company 
The achievement of GEC under Lord Weinstock, on 
the most impressive British manager of the pos 
years, was to weld together several electrical compa 
into one tightly-managed whole. The success. owe 
much to his trader’s skills—buying cheap, selling de: 
and emptying the till on Fridays. That tight fina 
control of physical assets remains necessary, but it is no 
longer sufficient. As Lord Weinstock recognises, things 
are changing fast. Value-added now comes from soft- 
ware and brainpower, not brawn and soldering iron: 
What he should also recognise is that Britain 
nationalistic procurement policies are in nobody's inte 
est, least. of all GEC’s. Some companies—Philips in 
Holland (which makes about 90% of its sales abroad 
and Ericsson in Sweden (80% abroad)—have gained 
because their home markets are tiny. They have loi 
known they need a bigger, more varied flow of orde 
than domestic customers can provide to retain 
technological edge which wins utility and defe 
contracts abroad. And precisely because they hav: 
compete abroad, their dominance at home does n 
make them complacent. Britain's Defence Ministi 
showed no commercial nous when it persuaded th 
monopolies commission to veto the takeover by GEC« 
Plessey on "competition" grounds. GEC is pint-size 
compared with such international competitors as AT. 
IBM, Matsushita Electric and Hitachi. see 
-In the bigger European countries, fhe necessity to 
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- compete internationally is not yet understood. An 
inside track on public contracts, including telecom- 
munications business, has left Siemens in West Germa- 
. my and Thomson in France still over-reliant on national 
favouritism for their prosperity. Among the big Euro- 
- peans, only in Britain has the government started to 
force its national electrical-electronic companies to 
become competitive by opening public procurement to 
— international tendering, in part by privatising utilities. 
— Can GEC rise to this challenge? Even Arnold Wein- 
stock is mortal. At 62, and after 24 years at the top, 
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Free trade or fair 


: ' TN T 
President Reagans gried out his threat to impose 
. punitive tariffs off ratige of Japanese goods. Hand on 
heart, he also asks the world to believe that his 
- administration still favours free trade. He says the new 
. measures will send a message to the Japanese govern- 
ment: drop your own protectionist policies, or else. 
.. This idea of clobbering free trade for its own good can 
— be made to seem plausible. It has won the support of 
many trade moderates in Congress—and of British 
= ministers equally exasperated with Japan. Yet it is 
- always a reckless policy and often dishonest as well. 

— What makes “reciprocity” so attractive is that its 
advocates are spared the impossible task of attacking 
_ free trade in the abstract. Why yes, they say, free trade 
is a good thing. Of course, they agree, protection 
= imposes costs on the world economy as a whole, 
= especially on the countries that raise the highest protec- 
= tionist barriers. (And how. According to Washington's 
— Institute for International Economics, America's pro- 
B. tectionist barriers cost its consumers a cool $55 billion in 
—. 1984.) But trade must be fair as well as free, they insist, 
. otherwise political support for free trade will evaporate. 
— Sometimes—though it pains them to say this—the only 
= way to make the playing field level is to threaten or 
| even enact new protectionist rules. 

- A no-nonsense approach that recognises the hard 
realities? No. It is precisely those hard realities that 
. make the administration's new trade policy so danger- 
us. Mr Reagan's display of getting tough with Japan 
- has not weakened the many out-and-out protectionists 
_ in Congress. They smell victory. The punitive tariffs are 
a sign to them that free-traders are on the run. If the 
— quest for “‘fair trade" in semiconductors justifies tariffs 
against a variety of Japanese electronic goods, then fair 
. trade will serve as an excuse for just about any piece of 
. protectionism you care to mention. Mr Reagan has 
. given Congress a splendid precedent for policies of 
- economic self-destruction. 

. The administration has conveniently ignored another 

— hard reality. Every concession to protectionist instincts 
= creates a new lobby in support of trade controls. The 
"A examples are legion. The quotas under the Multi-fibre 
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. The respectable fáce of protectionism usually isn't 
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pesi question whether he still has the drive that, say, — 
Lord Hanson and Sir Owen Green possess in abun- 

dance. The merger he hopes to push through with a unit 

of Philips is reassuring. By combining the strengths of 

two Europeans, the deal would create the world's 

biggest company specialising in medical technology, a 

rapidly growing business. Such a multinational venture 

is the right way for GEC to regain its old vigour. If Lord 

Weinstock retains the energy to push through many 
more such deals, a brief stockmarket cheer will eventu- 

ally become prolonged applause. 
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World trade 





Arrangement which were supposed to promote orderly 
growth in the third world's cloth and clothing export 
and now impede it. The cartelisation of the world's steet 
which started out as a way to give the industry a 
breathing space to restructure. Protectionist European 
farm policies which were supposed to do the same in 
agriculture and which today produce expensive, un- 
manageable surpluses. Like hard drugs, tariffs are 
addictive. Unless the new ones are quickly removed, 
American producers will come to depend on them—not — 
least because the absence of competition impairs their 
own efficiency. They will keep asking for a bigger fix. 


Fair is a four-letter word 
The growing support for retaliatory trade policies is 
dishonest as well as risky. In the semiconductors 
dispute, for instance, Japan stands accused of dumping. 
Whether that is true depends on how costs are mea- 
sured—and, anyway, in an industry with heavy overca- 
pacity it can make good commercial sense for goods to 

sold for less than they cost. What is fair in su 
disputes will always be cloudy. That is why the deman 
on efficient exporters, like Japan, slide into an insis- 
tence on something even more harmful than fairness. 
Their rivals demand that they limit their bilateral trade 
surpluses to some arbitrary figure, or that they import a 
predetermined value of goods come what may. With 
that mockery of fair trade in place, American compa- 
nies would be able to sell shoddy goods at high prices to 
Japan—and they wouldn't have to learn Japanese 
either. Such is the managed trade that many in Con- 
gress seek: a playing field as level as the Rockies. 

The current round of GATT talks is the only safe way 
of moving the world economy towards more open 
trade. Western politicians who claim to favour free 
trade should be giving those talks every encourage- 
ment, not acting to strangle them at birth. In the 
meantime, they need to remember that when genuinely 
unfair trade practices do damage domestic businesses, 
retaliating with tariffs or quotas will simply ensure that 
domestic consumers are hurt as well. Doubling the pain 
is not the way to economic health. 

THE ECONOMIST APRIL 25 1987 


are ^ cL Ei 


Tx garden slugs in a microelectronics 
lab at ATST Bell Laboratories are very 
fussy eaters. They wont go near their favorite foods 
if they smell a whiff of garlic. Garlic? Garden slugs? 
What could that possibly have to do with making 
computers smarter? More than youd evefimagine... 
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AT&T Bell Laboratories: Technology for the real world 


Slug as savant: 

“Nature has shown us there 

are powerful computer 
recommonsanensiigines | designs very different from 

Seer! conventional machines’ 


garlic. When scientists at ATST Bell 
Laboratories “spike” these favorite 
foods withgarlic; what happens? 
The slug learns. It alters its memon 
of the foods it once loved and 
avoids or rejects them 

Insights gained from studving 
simple central nervous systems like 
the slugs point to a dramatically 
new approach to computing. An 
approach that promises to make 
computers faster, smarter and easier 
for people to use 

Why study slugs? Though the slug 
is no Einstein, its brains limited 
ability to learn—to associate new in- 
formation with existing memories 
makes todays most powerful 
computers seem primitive 

Andthe slug, with its neural net 
works comprised of a mere 
500,000 nerve cells or neurons, is 
much less complicated to work 
with than people or other animals 














Microchips that 
mimic the brain 





On functioning computer chips, 
microelectronics researchers have 
built prototype electronic neural 
networks 

Like biological networks of brain 
nerve cells, these electronic circuits 
use associative memory to relate 
incoming information to memories 
already stored. So they can 
cope with information filled with 
errors or ambiguity. And they can 
deal with "messy" information, col- 
lecting scattered facts to recognize 
and remember from incomplete 
details, much as the brain does 

One test chip, containing 54 

















“neurons” in such a “neural net- 
work; can recall memories from 
imperfect data within a few 
millionths of a second—selecting 
“James Lynn” from among several 
stored names as the correct 
response to the input "Jim: 
Getting up to speed 
By studying simple central nervous 
systems like the slugs, scientists at 
Bell Labs are also gaining valuable 
insights into another brain function, 
parallel processing, It offers 
an answer to a physical limitation 
of today’s computers—speed. 
Step-by-step computing can only 
process information one piece at a 














ments as well as good calculations. 
Computers that can perceive and 
learn in an imperfect world, much 
as people do. 

In the future, working with com- 
puters will be more like working 
with people. The machines will 
understand and respond to human 
speech—even recognize the 


Todays computers can only process neatly-stored 
information. A little human ability to deal with messiness 
might actually make them a whole lot smarter. 





time. Parallel processing, the ability 
to perform several functions 
simultaneously speeds things up. 
And the more things done together, 
the faster the whole job gets done. 


— *Thinking" computers 








Where is this research into associa- 
tive memory and parallel 
processing leading? To "thinking" 
computers that make good judg- 


person addressing them. 
Taking the longer view 








Research scientists at AT&T Bell 
Laboratories are expected to take 
the longer view. To look beyond 
the impact of technology on the 
next quarter or the next year, into 
the next century 


It is this perspective that has pro- 


duced seven Nobel Prize winners 


In the future, 

people and their computers 
will have a much friendlier 
working relationship. 


for Bell Labs. Some 21,000 patents, 
an average of more than one a day 
And a legacy of achievement, from 
the transistor and the laser to 
lightwave communications and the 
digital computer. 

This longer view ensures that 
the technology built into all AT&T 
products can evolve and adapt to 
the changing needs of the real 
world. Making information easier 
to obtain and use for everyone. 
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What inspired our luggage racks. 
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Rudolf Koller, detail from Gorthardpost (Alpine Postal Coach), 1873, oil on canvas, 11$X 99 cm. Copyright Katathnes Ziich 

On all of its airplanes, Swissair is carrying on a long Swiss tradition: providing you with 
lots of overhead room for luggage. Even in the middle rows of all our wide-bodies, you’re 
offered large overhead racks for carry-on bags. Which means more legroom for yourself. 
You see, we've always understood that when you travel with Swissair to one of our more 
than 100 destinations the world over, the shape in which you'll arrive often depends upon 


the shape in which you fly. swissair4 
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So hard to say goodbye 





The notion of an international conference on Arab-Israeli peace has 


become a political game in its own right. Should America promote the 


idea? Might Russia be involved? Would Israel accept it? Who should 
speak for the Palestinians, and would they accept its implications? Here 
are four pages on the land that the fuss is about 


A few miles north-west of Jerusalem is a 
place called Nebi Samuel: a steep hill with 
a small stone mosque on top of it. Like 
many places in this ancient land, it is 
important for both Jews and Arabs. The 
mosque stands on the tomb of the proph- 
et Samuel. Jews worship in the crypt; 
Muslims above. The roof of the mosque 
affords one of the most beautiful views in 
Palestine-—of peaceful hills and orchards 


Jericho by the Jordan river to Tel Aviv on 
the Mediterranean—takes about an hour 
and a half. Israel needs the West Bank for 
strategic depth. 

For Israel, it is true, the 1967 war 
ended a strategic nightmare. Before it, 
the Jordanian border ran within nine 
miles of Tel Aviv: Jordan's soldiers were 
about as close to Israel's biggest city as 
Iran's army is to the beleaguered Iraqi 


that look; deceptively, as if they 
have not changed in millennia. 

Yet there have been changes, 
ecent ones. Before. 1967, Nebi 
P pant of Jordan: Now 





To have and to hold 


| Jewish settlements in the occupied territories 












. on DS hilos consider Nebi Samu- 

el part of Israel. The Palestinians in 

"the valley yearn for a state of their 
own. 

Nebi Samuel is in the West Bank, 
an ear-shaped scrap of hill and 
desert that contains about 800,000 
Palestinians. Another 500,000. Pal- 

- estinians live in the slender finger 
„of desert known as the Gaza Strip. 
=. Israel conquered both areas in six 
days of fighting in 1967, ina war it 
regarded as defensive, Why have 
. the Israelis insisted on staying on, 
^ as occupiers, for 20-more years? 
^; Some, à minority, have stayed 
out of a fierce belief in Israel's biblical 
title to Judea and Samaria—the ancient 
names by which most Israelis have come 
= to refer to the West Bank. Others are 
there because of fear. Look at the map, 
: Israel is a state under siege and 
is à pocket-handkerchief of a 
) drive right across it-——from 








4 Settlements @ 5,700 (4,500 in Kiryat Arba} 





city of Basra. The Egyptian army was 30 
miles south of Tel Aviv in the Gaza Strip. 
These borders made Israel indefensible. 
Its generals knew that, to beat the Arabs, 
Israel would. have to adopt a pre-emptive 
strategy. 

It did. In 1967, when Egypts Nasser 
looked as if he was about to launch a war, 













Population: ® 20,000 (24,000 @3,400 @ 23,500 






Israel struck fi 


managed to be 

Syrian surp 

fighting co: 

or cities. ^. 
In the Camp Da 

Israel agreed to 

in exchange for peac with Eg 


. meant going back to mo 


borders. But Israelis accep: 
vid because it left a desert. 
Israeli and Egyptian armies: 
prohibited Egypt from keep 
forces or heavy weapons in th: 
part of Sinai. Egypt did not. 
Gaza Strip back. 
On the tiny West Bank de 
tion might not be enough. l 
Jericho to Jerusalem takes 






































the West Bank’s mount 
overlooking Tel Aviv. b t 
evening—-long. before. Is 


Israel's . survival; the 
runs, depends on keepit 
soldiers on those mountain: 
There is nothing bogu al 
argument, but it is circula 
sumes that Israel and. th 


the West Bank. If, on 
hand, Israel gót real peac 

for the West Bank, the str 
threat. would matter :t 

after all, doesnot. fr 

the prospect of Germ 
pi Strasbourg. 


B the standards of some 
occupations, Israel's has 1 
specially harsh. For the West B. 
ers—though not for the bone- 
refugees of Gaza— prosperity 
helped to blunt the pain. Their r 
comes soared in the first decade 
half of Israeli control. Israel's decisk 
keep open the bridges across the Jo 
river enables West Bankers and G: 
to trade with the Arab world and t 
reasonably freely to and from it, 1 
has permitted the establishment ol 
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. versities on the West Bank. A relatively 
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free Palestinian press has flourished un- 
der Israeli rule. 

Yet the occupation is not benign. Israel 
deports troublesome Arab leaders and 
blows up houses belonging to the families 
of Arabs who are suspected of security 
offences. It has expropriated large tracts 
of land for Jewish settlement. Arabs have 
been beaten, and allegedly tortured. Re- 
sistance breeds repression and repression 
breeds resistance in a cycle of violence 
familiar to any occupying power. West 
Bankers turning 20, who were not alive in 
1967, have spent their whole lives under 
foreign rule. Is a land-for-peace deal 
really possible? And would it last? Here 
the uncertainties begin. 

One way to end the occupation might 
be to return the West Bank to Jordan. 
The Gaza Strip and its Palestinian inhab- 

_itants would probably have to be handed 
over as well. The snag is that neither lot 
wants to live under King Hussein: they 
want a state of their own, preferably one 
that is headed by the Palestine Liberation 
Organisation's Mr Yasser Arafat. A poll 
conducted last year for Al Fajr, a West- 


- Bank newspaper, found overwhelming 
- support among West Bankers and Gazans 


for a Palestinian state. Fewer than 496 


. favoured going back to Jordanian or 


Egyptian rule. 

These results are not surprising. Jor- 
dan's tenancy of the West Bank was brief. 
It ran the area for only 19 years—from 
1948, when its army crossed from the East 
Bank during Israel’s war of indepen- 
dence, to 1967, when Israel chased it back 
again. During that time, the king did little 
to foster a sense of Jordanian identity 
among West Bankers, and he discriminat- 
ed against the West Bank economically. 
The Palestinians of the West Bank and 
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Gaza rejoiced when, in 1974, the Arab 
summit conference in Rabat declared that 
the PLO, not Jordan, should in future 
represent their interests. 

The king has never given up all his 
influence. Jordan still pays the salaries of 
many West Bank civil servants, and sets 
the examination papers written by West 
Bank schoolchildren. It has lately been 
trying to raise money for a five-year 
economic-development plan for the West 
Bank. But 20 years of Israeli occupation 
have chipped steadily away at the West 
Bankers' ties with Jordan. Mr Arafat's 
supporters trounced their pro-Jordanian 
rivals in 1976, when Israel last allowed 
municipal elections. 

A deal that gave the West Bank and 
Gaza to Jordan would be certain to 
threaten the stability of the Jordanian 
regime. Ever since Britain invented Jor- 
dan in 1921, the Hashemite dynasty has 
tried to keep the peace between Jordan's 
"indigenous" East Bank citizens and its 
Palestinian citizens. At present, fewer 
than half of the 2.5m Jordanians are 
indigenous East Bankers; the rest are 
Palestinians. Incorporating the West 
Bank and Gaza would bring the number 
of Palestinians under Jordanian rule to 
2.6m. These Palestinians are no longer 
the quiescent folk they were before 1967: 
most are fierce nationalists who want a 
state of their own. 

Hardly any Israelis think they should 
have it. Israel's Progressive party, which 
wants Israel to negotiate peace with the 
PLO and let it set up an independent but 
demilitarised Palestinian state oñ the 
West Bank and Gaza, has only two mem- 
bers in Israel's parliament. Its leader, 
General Matti Peled, believes many more 
parliamentarians from other parties 
might support this idea under the right 
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circumstances. But most Israelis have 
good reason to doubt whether a state run 
by the PLO could ever live at peace with 
Israel. 

Take another look at A/ Fajr's opinion 
poll. On being asked for their preferred 
solution to the Palestinian problem, 17% 
of the inhabitants of the occupied lands 
favoured the establishment of a Palestin- 
ian state in the West Bank and Gaza 
Strip. But 78% said they preferred the 
creation of a Palestinian state in all of 
Palestine. Most still want Israel to disap- 
pear. So, still, does the PLO. Its demands 
are not only for the areas Israel con- 
quered in 1967, but for the end of Israel as 
a political entity. To accept less, Mr 
Arafat would have to persuade millions of 
Palestinians to give up their dream of 
returning to the homes they claim in 
Israel proper. So there is little incentive 
here for the Israelis to hand over the West 
Bank—even, that is, if they were other- 
wise inclined to. 


Khartoum clinched it 

They are not. Many Israelis, perhaps a 
majority, want to keep the West Bank. 
The moment after the 1967 war when 
Israel might have given it all up for peace 
faded quickly. The war was in June. By 
September, the Arab states had met in 
Khartoum and issued their famous “three 
noes": no peace, no recognition and no 
negotiation with Israel. 

Khartoum closed the door on peace. It 
also helped Israel justify settling some of 
the newly occupied territories. Israel's 
formal position was that it would keep the 
territories until the Arab states were 
willing to trade them for peace. It 
planned a minimal occupation—one in 
which few Israeli soldiers would be visible 
and little would be done to alter the 
nature of the territories pending a settle- 
ment. From the beginning, though, ther. 
were exceptions. 

One was Jerusalem, the eastern half of 
which belonged to Jordan until the six- 
day war. Entering the Old City in the 
wake of his victorious paratroopers, 
Moshe Dayan, then Israel's defence min- 
ister, declared that Israelis had returned 
to their holiest city, "never to be parted 
from it again". Israel annexed the Jorda- 
nian part of the city two weeks later. 
Then Israel decided to resettle the Etzion 
group of kibbutzim on the Bethlehem- 
Hebron road that had been overrun at the 
end of the 1948 war. Kibbutzim were also 
founded on the Golan Heights. 

In 1967, such exceptions were few 
enough to make Israel's claim that it 
might one day exchange the occupied 
territories for peace look plausible. Every 
case was somehow special. Jerusalem was 
part of Israel's birthright; the Etzion bloc 
was to be resettled by children of the 
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kibbutzim’s original founders; the settle- 
ments on the Golan Heights were needed 
to ensure the security of the Galilee 
panhandle. At first, none of the decisions 
seemed big enough to make the occupa- 
tion look permanent. 

Two further decades of exceptions 
have made the occupation look more like 
an undeclared annexation. Leaving Jeru- 
salem aside, about 55,000 Jews now live 
in the West Bank in more than 100 
settlements. The horseshoe of ridges 
around Arab Jerusalem has been planted 
with Jewish suburbs. The West Bank is 
criss-crossed by newly cut roads linking 
the hilltop settlements to Israel. 

The settlers assume that they are there 
for good. Some settlements established 
for ideological reasons by the zealots of 
Gush Emunim (Israels expansionist 
“Block of the Faithful") are small affairs: 
Gush Emunim has trouble finding volun- 
teers to inhabit these lonely outposts. But 
three out of four settlers live in spanking 
new townlets with an unmistakable air of 
permanence. Housing and tax subsidies 
have made these places into sought-after 
dormitory suburbs for non-ideological Is- 
raelis who commute daily to jobs in 
nearby Jerusalem or Tel Aviv. 

Israel's system of proportional repre- 
sentation and coalition governments cer- 
tainly gives small groups considerable 
power. Gush Emunim represents a virile, 
nationalistic strain in Israeli society that 
finds echoes across the political spectrum. 
Yet for all its influence, and for all the 
apparent permanence of many of the 
settlements, 55,000 settlers could not ob- 
struct a peace agreement if the rest of 
Israel's 4m citizens wanted one. After all, 
Israel dismantled a town—Yamit, in Si- 
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Waiting for Mr Arafat 
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Staking out the Promised Land 


nai—to get peace with Egypt. 

The real difficulty is the reluctance of 
ordinary Israelis to decide what they want 
to do with the West Bank and Gaza. 
Hardly any of them want to go all the way 
back to the pre-1967 borders. Almost all 
Israelis believe that Israel should keep 
Jerusalem. Opinion about the rest of the 
territories is divided. 


Why decide? 

About half the population vaguely fa- 
vours staying put. The other half vaguely 
believes that Israel ought to make some 
sort of territorial compromise in return 
for peace. This great fault-line runs slap 
down the middle of Israeli society. Isra- 
el's leaders know that if they try to force a 
decision they do so at their peril. So they 
have chosen to let matters drift. 

In general, Mr Yitzhak Shamir's Likud 
block wants to keep the West Bank. It 
encourages Jewish settlement but it has 
not tried to annex the area. Mr Shimon 
Peres's Labour block favours some sort of 
withdrawal, but a limited one. Under 
Labour, most settlements were sited in 
sparsely populated but strategically im- 
portant areas, to prepare for a compro- 
mise that would give up much of the West 
Bank but leave Israel with safer borders. 

Yigal Allon, an elder statesman of the 
Labour party, suggested that Israel 
should establish a curtain of settlements 
along the Jordan river, but return most of 
the densely-populated parts of the West 
Bank. When Likud gained power in 1977, 
it set out to make this idea unworkable, 
by accelerating the pace of settlement and 
encouraging the establishment of new 
outposts throughout the area. 

This strategy has paid off. During the 
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first decade of Israeli occupation, be- 
tween 1967 and 1977, just over 5,000 Jews 
settled on the West Bank. By the end of 
1987 the total is expected to climb to 
more than 60,000. Most of these settlers 
live in two arcs of West Bank land, within 
easy reach of Tel Aviv and Jerusalem (see 
map on page 25). But these arcs also 
contain much of the West Bank's Arab 
population. The “Allon plan" could not 
be implemented now without uprooting 
many of the newer settlements. 

Since 1984, Labour and Likud have 
been in coalition. They have concealed 
their differences on the West Bank by 
limiting the creation of new settlements, 
though not the population of existing 
ones. From a domestic point of view, 
indecision makes sense. Why should ei- 
ther party risk grasping this painful nettle, 
with its incalculable electoral conse- 
quences, before the Arab side looks 
ready to negotiate at all? 

There is another reason for indecision. 
The occupation has so far been a fairly 
painless affair. The Palestinians have not 
given Israel anything like the sort of 
trouble that, say, the Algerians meted out 
to the French. Immediately after the six- 
day war, Mr Arafat sped on a motor bike 
around the West Bank creating guerrilla 
cells, but they were quickly smashed. 

Nor have the captured territories 
placed a heavy burden on Israeli taxpay- 
ers. Virtually all Arab public services are 
paid for by taxes raised from the local 
inhabitants. Indeed, Israel has done rath- 
er well from its occupation. Some 90,000 
Palestinians cross into Israel daily from 
the West Bank and Gaza to do the 
unskilled jobs that Israelis are increasing- 
ly reluctant to do themselves. The territo- 
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- ries also provide a market. Some 90% of 
. all imports to the West Bank and Gaza 
| A come from Israel. 

Does this mean that indecision serves 
| Israel's interests? Not in the long run; the 
- relentless pressure of demography will 
. seeto that. Israel proper has 3.5m Jewish 
| citizens and 600,000 Arab citizens. Add 
`. the occupied territories and the Arab 
| total comes close to 2m. Since the Arabs 


tions. If it incorporated the whole 

of the West Bank and Gaza in a 

Greater Israel, and gave political 

rights to the Arabs there, Jewish 

voters would be outnumbered soon 

after the turn of the century. Israel 
_ would then have to give up its role 
— asa Jewish state. 

On the other hand, incorporating 
the territories without giving the 
_ Arabs political rights is unthinkable 
- df Israel is to remain democratic. 
— Such an Israel would, like South 
- Africa, deny the majority of its 

citizens political rights on the basis 

of an ethnic distinction. Better, 

_ Israelis reason, to keep the future 
undecided until something un- 
freezes Israel's diplomatic deadlock 
with the Arab world. 

After two decades the Arabs in 

_ the territories deride this reason- 
ing. Many suspect that Israel in- 
tends never to leave; that it has 
simply adopted the apartheid solu- 

- tion without saying so. Their suspi- 
cion has led to a steady increase in 
violence. 

Armed guerrilla attacks are still 
rare. In a typical year, fewer than a dozen 
Israelis are killed by Palestinians. But 
stone-throwing and riots scar daily life on 
the West Bank and Gaza. It has become 

. common for Israeli soldiers, confronted 

- by stone-throwing teenagers from the 

. refugee camps, to respond with gunfire. 

_ The universities, centres of Palestinian 
resistance, are frequently closed. 

Consider one recent sequence of 
events: earlier this month a Jewish settler 

— was killed, and the rest of her family 

- injured, when her car was fire-bombed on 

- the West Bank. Other settlers immediate- 

— ly went on a rampage, with their weap- 

ons, through a nearby Arab town. Then 
an Arab was shot dead by Israeli soldiers 

M in a demonstration at Bir Zeit University, 

- in Ramallah. The military government 

_ promptly ordered the university to close 

—. down for four months. 

— Much like any military occupation? 












t Yes—apart from those Jewish settlers. 


| They make things very different, and not 
just because some of them use the arms 
they are permitted to carry for self-de- 
fence to provoke 'or terrorise local peo- 
ple. Arabs see the settlers and their towns 
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reproduce faster, this limits Israel's op- 


and outposts as claim-markers for a 
Greater Israel. Some of the settlers call 
openly for the annexation of the West 


Bank, and the expulsion of its Palestinian 


inhabitants. They add a bitter struggle for 
land to the ordinary tensions of 
Occupation. 

The West Bank Data project, an inde- 
pendent Israeli research group, reckons 
that over 50% of the West Bank, and 
40% of the land in Gaza, has been placed 
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under direct Israeli control—expropriat- 
ed for settlements, or set aside for other 
purposes such as nature reserves or mili- 
tary training areas. The Israeli govern- 
ment says these estimates are far too 
high. Yet there can be no doubting the 
suspicion aroused by the seizure of land. 

The suspicion is justified. Take He- 
bron, an Arab West Bank town with a 
population of about 60,000. Hebron con- 
tains both Jewish and Muslim holy places. 
It had a small Jewish community until 
more than 60 Jews were massacred by 
local Arabs in 1929. After the 1967 war a 
group led by a rabbi with political support 
from the National Religious party started 
to demand the right to live in Hebron. 
The result was the creation of a Jewish 
townlet, Kiryat Arba, on Hebron's out- 
skirts. This place now has more than 
4,500 settlers. The rabbi's followers also 
continue to live under heavy guard in the 
middle of Arab Hebron. 

To the Arabs of Hebron, none of this 
looks much like a military occupation 
caused by an argument between coun- 
tries. It looks more like a conflict between 
two ethnic groups, Arabs and Jews, for 
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domination of the same country. In a 
strange way, this brings the inter-commu- 
nal battle for Palestine full circle, back to 
the position before Israel won its war of 
independence in 1948. 

That war started as an inter-communal 
conflict, one that was almost solved when 
the war caused a transfer of populations 
and partitioned Palestine into a predomi- 
nantly Jewish Israel and an exclusively 
Arab West Bank and Gaza. Only almost, 
. a though, because the Arab states 
and the displaced Palestinians nev- 
er accepted partition. By their re- 
fusal to recognise Israel, and their 
stated determination to destroy it, 
they helped bring about the 1967 
war. 

Partition is still the most sensible 
way to accommodate the two com- 
peting nationalisms of Palestine. 
But the PLO rejects it on the ground 
that it would validate Israel's vic- 
tory in 1948 and the dispossession - 
of the Palestinians who fled their 
homes. Since 1967, many Israelis 
have started to reject it as well— 
either because they believe in Isra- 
el's biblical title to the West Bank 
or because they fear that under 
Arab control it would become a 
springboard for attacks on Israel. 
The rejectionists on each side feed 
off the extremism of the other. 

Can diplomacy break out of this 
vicious circle? Two delusions are 
the first obstacles. One is the Israeli 
hope that a bargain can be struck 
with King Hussein over the heads 
of the Palestinians. Palestinian na- 
tionalism has become too strong for that. 
The PLO's Mr Arafat enjoys unshakable 
authority in the occupied territories. King 
Hussein knows that Mr Arafat can wreck 
any settlement that pays insufficient at- 
tention to the national aspirations of the 
Palestinian people. This rules out giving 
the West Bank and Gaza to Jordan in a 
way that does not somehow—through 
confederation or condominium or some 
other formula—give the Palestinians of 
the West Bank and Gaza a real sense of 
Palestinian statehood. 

The other delusion is the belief of many 
Palestinians that they will one day create 
a state of their own throughout Palestine. 
Until the Palestinians renounce their 
claim to Israel proper—and renounce it in 
a way that most [Israelis can believe— 
Israel will not budge from the territories it 
occupied in 1967. 

Even then, with both delusions cleared 
away, Israel might not be ready to give up 
enough of the West Bank to make a deal 
possible. Nobody likes to admit it, but 
this occupation—the kernel of Arab-Is- 
raeli enmity—could well drag on for an- 
other 20 miserable years. 
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Alfonsin tames Argentina's 


feek of sputtering crisis, Argenti- 
xperiment in civilian rule is frayed 

but, probably, still intact. President Raul 
Alfonsin, the man who inherited post- 
Falklands Argentina from a sullen army, 
had managed to face down three consecu- 
tive military revolts without bloodshed 
„and, he claims, without making any con- 
cessions to the mutineers. The crowds of 
Buenos Aires, who. had. thronged the 

_ Streets to show their support for democra- 
=. ey, do not doubt that Mr Alfonsin has 

. prevailed. But has he? ` 

Mr Alfonsin was not confronted by a 
“military attempt to seize power, but by an 

: -effort to block the prosecution of about 
` 250 officers accused of murder, torture 
and kidnapping during the "dirty war" 


+» the army waged against left-wing guerril- 
las in the 1970s. Mr Alfonsin dealt with 


© the unfolding sequence of. mutinies 
< adroitly enough. But he will not be able 
to claim victory until all or most of the 
„accused officers stand trial and face the 











courts' judgment. 

The government had foreseen trouble. 
In a conciliatory gesture last December, 
Mr Alfonsin pushed through a law that 
would have prevented the prosecution of 
soldiers. who had not been indicted by 
February 27th. But a flood of indictments 

-slipped through just before the deadline. 
Many of the officers involved reckoned 
they could rely on their comrades to 
‘shield them from the courts; and they 
were not entirely mistaken. 

On April 15th one such officer, Major 
Ernesto Barreiro, refused to appear in 
court and took refuge at an army base 
near Cordoba. There the major, accused 
of torture and murder when he had been 
an interrogator at the notorious La Perla 
prison, received enough support to 
plunge the country into crisis. Mr Alfon- 
sin told a tense session of Congress that 
he would not negotiate, and about 
100,000 Argentines turned out in the 
"streets to show that they supported him. 





` while, the trials have been postponed. - 








































Major Barreiro eventually fled fr 
the base; and his friends gave up. B 
second and more serious revolt prompt 
followed at.the Campo de Mayo mili 
base; 20 miles from Buenos Aire 
leader, Colonel Aldo Rico, asked. 
amnesty for officers accused of hur 
rights violations and demanded th 
missal of 23 generals, including the 
of staff, General Hector Rios Erenu 

Mr Alfonsin responded by sendii 
al army units to surround the 
although they showed a marked 
nation to do anything once they arr 
On April. 19th huge crowds suppor 
the government gathered in front of th 
presidential palace and waited there | 
three hours while Mr Alfonsin; accom 
nied by a leader of the opposition Pe 
ist party, flew by helicopter to Cam 
Mayo to confront the rebels. He return 
to tell the happy crowds to “give tha 
that the house is in order and there i 
blood ..... Return home, kiss your « 
dren and celebrate Easter in peace. 

Peace, but not necessarily comp 
victory over the rebels. Colonel 
emerged from his encounter. with t 
government claiming to have achieve 
“objectives that will aid national reconcil 
iation". General Rios Erefiu resigned. 
the rebels had requested. Some reports 
which Mr Alfonsin denies, suggest th 
the government has promised under re 
pressure to prod the Supreme Court. in! 
issuing a long-awaited definition of '*d 
obedience" by soldiers. The preside: 
says he has always felt that men who obe 
orders ought not to be punished unl 
they personally committed. "abhor 
acts". If the Supreme Court agrees, som 
indicted officers could be let off. M 








Mr: Alfonsin is anxious to dispel an 
impression that the mutineers will get c 
lightly. The government insists that C 
eral Rios Ereüu's resignation was not 
concession: his replacement, Gener: 
José. Caridi, is a convinced demi 
whose appointment led to more, st 
revolts on April 21st. Mr Alfonsin 
also promised that the rebels wil 
arrested “and turned over to justice’ 
purge of the army is already under way: 
least eight colonels and a major ha 
been removed from their posts. a 

The impression of most people in Bi 
nos Aires is that President Alfonsin 
come out on top. He has shown that 
possible for a civilian government to p 
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officers on trial and survive. This assess- 
ment, if it survives, will hearten the 
civilians who now govern all but three of 
Latin America’s countries. $. 
Still, Argentina’s test is not yet over. A 


_ feature of the crisis was the eruption of 
. support from people who came out on the 


streets to give their backing to Argenti- 
na's fledgling democracy. At one point a 
crowd of 400,000 surrounded the presi- 
dential palace in Buenos Aires. There 
have been euphoric comparisons with 
Mrs Cory Aquino's deployment in the 
Philippines of “people’s power". But 
people's power is a weapon for leaders 
who cannot trust their armies. It is no way 


. to run a democracy. 


E Palestinians 
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The prize and the | 


price 
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FROM OUR LEVANT CORRESPONDENT 
April in Algiers has been an uncruel 


. month for Mr Yasser Arafat. He has 
convened the first meeting for three years 





Ner 


of the Palestine National Council, and 
persuaded it to mend a rift that had 
caused bitter divisions inside the Pales- 
tine Liberation Organisation since 1983. 
The reconciliation is undoubtedly good 
for the PLO, and for Mr Arafat's personal 
authority. Yet it could hinder progress 
towards what most people assume, per- 
haps blithely, to be his overriding objec- 
tive: the convening of an international 
peace conference on the Middle East. 
The split within the PLO came formally 
to an end on April 20th, when Dr George 
Habash of the Popular Front for the 
Liberation of Palestine, who once called 
Mr Arafat a traitor, announced the disso- 
lution of the “Palestine National Salva- 
tion Front", set up with Syrian encour- 
agement in 1983 to oppose Mr Arafat 
from the shelter of Damascus. In addition 
to the PFLP, three other Palestinian 
groups—the Democratic Front, the Pal- 
estine Communist party and the Popular 
Liberation Front—have returned to the 
fold. The tiny Popular Struggle Front may 
be back too. Still outside are Saiqa, a 
thinly-disguised unit of the Syrian army, 
and the PFLP-General Command, which is 
also subordinate to Syria. The Abu Nidal 


Flags of great convenience 


The Russians do not often get such 
compliments. They have been asked by 
pro-western Kuwait to increase their 
presence in the Gulf. The Kuwaitis had 
wanted both Russia and America to 
protect their shipping against Iranian 
attacks, but Russia obliged first. 

Iraq has no working port, so it 
gets deliveries of military and oth- 
er supplies through Kuwait. Since 
July last year the Iranians have 
attacked more than 15 ships 
bound to and from Kuwait, and 
seized some Kuwaiti cargoes, in 
an effort to block the traffic. By 
November, the Kuwaitis decided 
they had had enough. They first 
asked America and Russia for 
help, then turned to Britain, 
France and China, the other three 
permanent members of the Unit- 
ed Nations Security Council. 

The Americans, who have a 
fleet of warships near the Gulf's 
entrance, suggested that multina- 
tional convoys of American, Brit- 
ish and French warships could be used to 
protect the Kuwaiti tankers, but not 
other cargo vessels. Kuwait thought this 
idea would make it look too pro-west- 
ern, so it opted for a different, Russian, 
idea. It has this month agreed to charter 
three Soviet tankers, manned by Soviet 
crews and flying the Soviet flag, which 
the Russians would have a right to pro- 
tect, with warships if necessary. A Rus- 
sian official vaguely says his country 


would reply “firmly” if such ships were 
attacked. 

Although Kuwait originally hoped to 
charter American ships in a similar way, 
that turned out to be too expensive. 
Instead, between six and eight Kuwaiti- 


Number of ships attacked in the Gulf since October 16th 


IRAQ 





Source: Lloyd's Maritime Information Services Lid 


owned vessels will be transferred to 
American registration, placing the job of 
protecting them on America. There has 
also been talk of transferring others to 
the British register. 

It is cheaper to put a Kuwaiti ship on 
the American or British register than to 
charter a foreign ship. But ships must 
obey the rules of the country where they 
are registered on matters such as man- 
ning and wages. Transferring a Kuwaiti 
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Arafat and Habash are chums again 


group, whose stock-in-trade is interna- 
tional terrorism on a lavish scale, was 
given an icy shoulder. 

The trouble is that the dissidents have, 
of course; exacted a price for their return. 
Mr Arafat has formally abandoned the 
agreement he made with King Hussein of 
Jordan in 1985, under which the king and 
Mr Arafat agreed to seek a joint ap- 
proach to negotiations with Israel. To be _ 
sure, the agreement had already broken 
down. King Hussein set it aside a year 
ago, exasperated by the PLO’s reluctance 
to give Israel tacit recognition by accept- 
ing Resolution 242 of the United Nations 


ship to the American register would 
probably double its operating costs. A 
Soviet ship would be cheaper than ei- 
ther. Kuwait may be trying to balance its 
expenses as well as its friends. 

Iran will not like the arrangement. It 
believes that the Gulf states should look 
after the Gulf and that bringing in the 
superpowers will heighten tension. But 
several weeks will pass before the 
operation starts, so the Iranians 
have plenty of time to weigh their 
response. They have in the past 
attacked British-registered ships, 
but never when British warships 
were watching. They have also 
stopped and searched both Rus- 
sian and American ships, but not 
attacked them. Iraq rather than 
Iran has been the country that has 
escalated the conflict over ship- 
ping in the Gulf. The two have 
between them attacked about 300 
ships over the past three years but 
Iraq, as the chart shows, has lately 
hit most. The Iranians have the 
greater need to keep the Gulf 
open to shipping, since that is the 
only way out for their oil. 

Iran has been trying to improve its 
relations with Russia, and will dislike 
being put in this fix. But the deal inserts 
Russia right into a region long regarded 
as within America’s sphere of influence. 
The Russians will seem to be upholding 
freedom of navigation and the flow of oil 
to the West. They have now polished this 
armour of virtue by proposing an inter- 
national conference on protecting Gulf 
shipping. 
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... Age brings wisdom. e 


Grindlays Bank have been looking after private banking 
customers all over the world since 1828. 
Capel-Cure Myers, the well-known London Stockbrokers, 


trace their history of looking after private investors 
back to 1794. 


Between us, we think we have solved the problem faced 
by most international investors... .. 


How to get effective investment management with 
frequent, detailed reports on what is happening to your 
money, but without any administration problems. 


All it took was hundreds of years experience and some 
lateral thinking. 


At the very least, you ought to find out about our solution 
to your problems. uL 


For more information, please contact Alun Evans. — 


Grindlays Capel-Cure International Management Co. Ltd. Hp 


PO Box 153 BAA, St Julian s Court, St Julian's Avenue, 
St Peter Port; Guernsey, Channel Islands 


or: cut out this address, clip it to your business card or 
personal letter heading, and send it to us 


Member of the ANZ Group 
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e Group profits reflect the c EP EN ae Li UK OPERATIONS ` 

: benefits of further expansion As cq , Improved profits from cement 

nthe United States and the iam eae . Operations reflected the benefits 

on X POSU d A FNA -ofthe major investment 

programme fargely completed in 
1986, These measures will result 

in improved cash generation... 

With modern and 
strategically located plants, 
coupled with a network of. =. 


US interest in à : ` distribution depots, Blue Circle is 
eres maces : x ~are ter well:placed to benefit from the... 


generally high level of new situation following the recent 
demand and from 
increased operating 
efficiencies. 


and Marketing Arrangement. 
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change tet 
E The Group's interests now 


Turnover £1098.0m £947.2m +16 constitute one of the major 


eUK cement operations ae 
building materials businesses in 


produced a much stronger 


performance inthe second activities approaching USS 700 million, 
half which has continued before tax £1270m £1169m +9 . and cement operations 
into 1987; property Group share of CRGA, eos 
development also made profit after tax pacity 
tese ib i and before ‘ integration of both Atlantic 
asignificant contribution. extraordinary items  £98.6m £837m +18 Cement and Williams Bros has 
strengthened Blue Circle's 
Earnings per £1 position in the market throughout - 
ordinary share - the Eastern States. 
before The Group also acquired 
" ; ; extraordinary items 76.7 pence 67.7 pence +13 Johnson-Stewart-Jlohnson,a > 
e Since the end of the l _ readymix concrete and 
eardisposalofthe — Final dividend 17.Opence 150pence +13 aggregate producer in Arizona, 





group's interests in 
Australia and Spain has operations performed strongly, - 
realised £148 million. core for the most part. 


Blue Circle 
ON THE MOVE, INTERNATIONALLY 


he Report and DER will be posted to Shareholders on 6 May 1987 and copies will be avaiable from The Secretary at 
Blue Circle industries PLC, Portland House, Aldermaston, Berks RG? 4HP 
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Security Council. Since then the king has 
been building up his own influence in the 
occupied West Bank and Gaza. 

Mr Arafat has also accepted the dissi- 
dents’ demand for a return to collective 
leadership. The organisation’s executive 
committee—its “‘cabinet’’—will once 
again have 14 members including Mr 
Arafat: three from his own Fatah group, 
five from the smaller groups (with the 
Communists brought in for the first time), 
and six members who are nominally inde- 
pendent but generally support Fatah. On 
past performance, the principle of collec- 
tive leadership will not constrain the 
chairman much. Indecision, inaction and 
deadlock on the committee will probably 
leave Mr Arafat’s hands relatively free. 

The dissidents’ third demand was a 
rupture with Egypt, a country anathema 
to many Palestinians because of its peace 
treaty with Israel. But Mr Arafat needs 
the friendship of a major Arab state to 
counterbalance the hostility of Syria. Un- 
~ der a bargain struck in Algiers, the PLO 
will refrain from formal links with Egypt, 
but Mr Arafat will stay free to maintain 
his personal contact with President Mu- 
barak. The tussle between radicals and 
Arafatists on this issue ended in a draw. 

What, though, about that international 
peace conference? In principle, every 
faction represented in Algiers favours the 
idea of convening talks under the umbrel- 
la of the five permanent members of the 
UN Security Council. But the meeting has 
made the vital issue of Palestinian repre- 
sentation even harder to disentangle. Is- 
rael will not negotiate directly with the 
PLO, but it might talk to Palestinian 
members of a Jordanian delegation. Un- 
der his partnership with King Hussein, 
Mr Arafat had hoped to put together a list 
of Palestinian negotiators acceptable to 
hoth Israel and Jordan. 

With the abrogation of his agreement 
with the king, this hope has now sunk out 
of sight, leaving bubbles of confusion 
behind it. In theory, the people in Algiers 
want to send an independent PLO delega- 
tion to a peace conference, but they know 
this is a non-starter. Mr Arafat has begun 
to talk about the possibility of including a 
pro-PLO element in a single Arab delega- 
tion. A final decision on this will probably 
have to await a general Arab summit 
conference. One could take place by 
June: Syria’s President Assad and King 
Fahd of Saudi Arabia have already said 
they favour such a meeting. 

Mr Arafat must have known that, by 
reunifying the PLO, he would make Pales- 
tinian representation at an international 
conference harder to achieve. Even if the 
conference can now be assembled, its 
chances of making peace may have been 
diminished because the PLO has reab- 
sorbed people less inclined than Mr Ara- 
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fat to try a compromise with Israel. Still, 
he seems to have decided that the prize of 
unity was too tempting to refuse. He must 
also have calculated that it would be folly 
to risk a conference taking place while the 
PLO, the Palestinians’ flagship, was still 
beset by mutiny. 


Sri Lanka 
As bad as Lebanon 


A bomb in a bus station in Sri Lanka’s 
capital, Colombo, killed about 150 peo- 
ple on April 21st. Four days earlier, 126 
Sinhalese civilians had been massacred 
not far from the north-eastern port of 
Trincomalee, and 15 more were mur- 
dered in the same area on April 20th. 
Appalling though these figures are, the 
worst casualty is the country's glimmering 
prospect of peace. More than ever, the 
civil war now seems destined to be fought 
to a finish. 

Hopes of peace, faint though they 
were, had been aroused on April 10th, 
when Sri Lanka's national security minis- 
ter, Mr Lalith Athulathmudali, an- 
nounced a ceasefire in the fight against 
the Tamil guerrillas who want a separate 
state in the north of the island. This year, 
the government had at last seemed to be 
getting on top of the insurgency. In a 
well-organised offensive starting in Feb- 
ruary the army had moved into Tamil 
country in the Northern Province, de- 
stroying the guerrillas' bases there and 
regaining control of the main roads. The 
guerrillas were left holding only the Jaff- 
na peninsula, and even here the army was 
shelling Jaffna town and stopping fuel 
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The carnage in Colombo will keep the war alive 
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getting through to it. 

In announcing a ceasefire the govern- 
ment had one eye on India, where the 
guerrillas have bases in the southern state 
of Tamil Nadu. An earlier attempt at 
mediation by India had been abandoned 
after the February offensive. The Indians 
said they would try again if the Sri Lan- 
kan army stopped attacking civilian tar- 
gets in Jaffna, and loosened the economic 
noose it had tied around the peninsula. 
The Sri Lankans said that, if the ceasefire 
held, restrictions on Jaffna would be 
lifted on April 20th. 

The missing link in the peace process 
was the guerrillas themselves. It is as- 
sumed that they did not want negotiations 
when they had just suffered their worst 
military reverse since the insurgency 
started. By accepting a ceasefire they 
would have had to acknowledge some- 
thing near defeat, and their leaders would 
have had to negotiate from weakness. If 
this analysis is correct, the guerrillas have 
achieved their immediate aim: the massa- 
cre of civilians has ended the govern- 
ment's ceasefire. Jaffna is being squeezed 
again. Unless the slaughter committed by 
the Tamils has changed the Indian gov- 
ernment's mind, India will therefore not 
try to organise a negotiation. 

The ruthless logic of terrorist thinking 
may go even further. The bomb in the 
Colombo bus station could have been à 
deliberate attempt to infuriate the Sinha- 
lese majority in the capital into reprisals 
against local Tamils, a repetition of the 
hunting down of Tamils there in 1983. 
This, the terrorists’ leaders may have 
reckoned, would guarantee Indian sym- 
pathy for the Tamil side. And indeed, 
after the bomb did its bloody work, 






















il shopkeepers, and stopping cars to- 
itify Tamil drivers. Shots were heard. 
m inside a prison where many Tamils 
held; the government insisted the 
ots had been fired into the air; to 
tect the Tamils. A curfew was im- 
sedin the capital. — 

_ The government sent aircraft to drop 
bombs on. Jaffna on April 22nd, and 
claimed to have killed 80 guerrillas. The 
amils will surely. say the bombs killed 
civilians. Once again, terrorism has 
proved a callous but effective way of 
ensuring that a war goes on. 













































lis master's voice 


Mr Nguyen Van Linh, general secretary 
jetnam's communist party; is begin- 
ng to sound like his banker, Mr Mikhail 
or bachev. He says the bureaucratic cen- 
lism and state subsidies of the past ten 
were "a big mistake”. He himself 
sten to the opinion and aspirations 
€ people”. Such hints at restructuring 
glasnost have been Mr Linh's party 
ce since December, when this 72-year- 
d stripling succeeded Mr Truong Chinh, 
80-year-old .stick-in-the-mud whose 
e aptly. means “long march". The 
rence now is that Mr Linh may get to 
actise what he preaches. 

That.depends on carrying the party 
th him. Mr Chinh's march led the 60m 
etnamese to a point where they were 
among the poorest people in the world. 
etnam's GDP per person is a penurious 
50 a year; inflation is running at about 
% a year (some say 1,000%); a public- 
r employee must have a second job 
make ends meet; beggars cluster 
oreign visitors. Despite all that, 
e party faithful still believe in Mr 
Chinh's brand of economic masochism. 
Mr Linh's admission of dismal reality 
d his call for reform were made as “tens 
milions" of people (Radio Hanoi's 
) turned out on April 19th to elect 
tnam's local councils and a 496-mem- 
national assembly. He said that the 
ite must be more efficient and must free 
€ private sector from “narrow-minded 
udices' and irrational “stipulations 
aracteristic .of discriminatory treat- 
e. -Quite so, but today's economic 


mpt, in 1985, ‘to reform the economy 
cutting sta e subsidies and devaluing 


lieve Mr Tinh and his friends? 


an. what he says. The assembly elec- 
tion, only the third since the reunification 


<34 


ds in | Colombo began threatening 


tems in part from the last botched 


Partly because Mr Linh may actually - 
-Minh City, the former Saigon and the 






“Fascinating Aida 


FROM OUR CAIRO 


The baksheesh boys are learning Italian, 
crates of bottled water are stacked along 
the Nile, and Luxor hospital has added 
extra rooms. Egypt awaits an invasion of 
opera singers, eminent guests and pack- 
age tourists that is due to start on May 
2nd, when Luxor's ancient temple will be 
the setting for ten performances of Ver- 
di's opera Aida. 

This exuberant work, commissioned 
for the opening of the Suez canal, cele- 
brates the glories of Luxor 3,000 years 
ago, when it was called Thebes. On the 
opening night the male lead, Radames, 
will be sung by Mr Placido Domingo to a 
house of 4,000. The Verona opera, from 
Italy, will supply the other singers; genu- 
ine Egyptian soldiers will make up. the 
cast of 600. But the choice of setting has 
revived the battle between the promot- 
ers of tourism and those who conserve 
what tourists come to see. 

The spectacle is intended to round off 
an Egyptian tourist season far better 
than that of 1985-86, when terrorism and 
police riots in Cairo scared away many 
would-be visitors. It was inspired by Mr 
Fawzi Mitwalli, who lives in Vienna, 
owns a travel agency and imports oil and 
carpets. Objections were raised by the 
Egyptian Antiquities Organisation, anx- 
ious lest the fragile temple ruins, already 
menaced by tourists’ feet and a rising 
water table, would be further weakened 


of the north and south of the country in 
1975, was more open than before. There 
were 829 candidates for the 496 seats, 
better than the 615. put up in 1982. The 


candidates, all with the Communist par- 


ty's seal of approval, were selected at 
public meetings organised by the party, 
but not simply named by party secretar- 
ies. The theory is that a more accountable 


party will be more ready to accept Mr 


Linh's ideas. 
Those ideas are most evident in. Ho Chi 


place where Mr Linh was party chief after 









by thousands of spectators, performers - 
and musicians. 

President Mubarak overrode the anxi- 
eties, but some foreign Egyptologists | 
grumble on. Mr Lanny Bell, a Chicago 
academic who records ancient drawings 
and inscriptions before they fade or |. 
flake, worries about the effect on the ~ 
shaky temple ground of 4,000 people on : 
benches. He notes that one of the tem- - 
ple's huge gates has long shown an < 
ominous bulge. The producers reply that | 
all is foreseen. With amazing self-re- | - 
straint, they will bring on not a single | 
elephant or camel for Act II, Scene 2, ~ 
when the Egyptian conquerors: parade 
their Ethiopian booty. There will be only 
30 horses, and maybe a lion. 

Moored cruise boats will provide extra 
accommodation. Food, drink and six 
doctors are being flown in. from Cairo. 
The Luxor local government and the 
antiquities organisation will each receive 
$5 from every ticket sold, and the hotel 
season will be extended beyond its nor- 
mal end at Easter. Even such rewards do 
not silence the quibblers. The. perfor- 
mances are advertised as the first in the 
opera’s intended setting. Yet the Egyp- 
tologists say Verdi must have had Kar- 
nak temple in mind, because the Luxor 
complex was excavated only in. 4882,11 — 
years after Aida had its première in 
Cairo: camels, elephants and all. 


the departure of the Americans in 1975. 
In the week before the election; the city 
authorities announced that factory man- 
agers would now be able to arrange joint 
ventures with foreign companies; borrow 
foreign currency to pay for imported 
materials; and (in a coy reference to those 
who have fled from communism) even - 
employ “overseas. Vietnamese as techni- 
cal advisers and managers". 

‘The problem is-that Vietnam's private 
sector cannot work economic miracles on 


its own. Japan is Vietnam’s biggest trad- 


ing partner after Russia, but only to the 
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extent of $265m-worth of trade last year. 
Singapore and other nations in South- 
East Asia discreetly account for another 
$200m or so a year. That is not enough to 
bring prosperity to a country where the 
average monthly wage is just over $1 at 
the free-market rate. What Vietnam real- 
ly needs is easy access to the capitalist 
world’s technology, finance and markets. 
That will never come while Vietnam’s 
troops occupy Kampuchea, and until 
somebody opens up its economy to a real 
gust of market forces. Mr Linh needs to 
restructure his country’s foreign policy 
and risk a lot more economic glasnost. 


New Caledonia 
Tante Sally 


Not long ago a dog guarding the head- 
quarters of the independence movement 
in New Caledonia was found poisoned. 
“This may be pretty low-level terrorism 
but it keeps France nervous about the 
condition of its Pacific territory. The 


The ache of Aceh 


FROM OUR INDONESIA 


The British politician Gladstone once 
said contem a sgl of Aceh that it was 
“about as off as the kingdom of 
Bro ag”. This province in north- 
ern Sumatra was, improbably, an issue in 
the British election of 1874 (in which 
Gladstone’s Liberal government was de- 
feated) because of a trade dispute be- 
tween Britain and Holland. Aceh, now a 
part of Indonesia, is nowadays just as 
much of a pain to the less-than-liberal 
President Suharto. 

As the results trickle in next week 
from Indonesia’s general election on 
April 23rd, he can expect the military- 
based government’s Golkar party to do 
well in most parts of Indonesia. But 
Aceh is likely to prove as truculent as 
ever. In the previous elections of 1977 
and 1982, Aceh’s 3m inhabitants 
snubbed Golkar and its victory-fingers 
symbol, giving victory instead to the 
small United Development party. 

Aceh's independence of spirit is based 
on its adherence to Islam and on its 
wealth. It was the first bit of the Indone- 
sian archipelago to convert to Islam, and 
the Aceh Muslims regard themselves as 
superior to those of Java, where the 
religion is practised less strictly. 

Itis from Aceh that Muslim pilgrims in 
the region traditionally sailed to Mecca. 
Aceh is the only place in Indonesia 
where Islamic sharia law is acknowl- 
edged and where the sale of alcohol is 
banned. When Indonesia became inde- 
pendent from the Dutch in 1950, many 
people in Aceh wanted it to become a 


death of a single French settler in 1984 
gave New Caledonia the unwanted appel- 
lation of an international trouble-spot. 
On April 15th the French parliament 
reluctantly gave the go-ahead for the 
long-delayed referendum on the future of 
the territory, and hopes it will take place 
quietly. It almost certainly won't. 

France is the Aunt Sally of the South 
Pacific. Almost no politician there cares 
to say a word in favour of the last 
European power to have colonies in the 
region. The French are not brutal colon- 
isers: they maintain that their Pacific 
territories are simply a distant part of 
France, and thus enjoy the inestimable 
advantages of being French. But colonial- 
ism is out of fashion. The Kanaks of New 
Caledonia want the independence that 
has been granted to their fellow-Melane- 
sians in Papua New Guinea, Vanuatu and 
the Solomons. 

They are unlikely to get it just yet. 
Although the 62,000 Kanaks form the 
largest group on the island, there are 
54,000 Europeans, mostly French, and 
30,000 Asians and other Pacific islanders 


separate state. Some still do. 

The province has always been 
wealthy. In the nineteenth century it 
provided half of the world's Pepper. 
Now its oil and gas make up 15% of 
Indonesia's GNP. But the Achinese say 
they see little of the money. What they 
have seen during the election campaign 
is a lot of Indonesian government speak- 
ers seeking support for the Golkar party. 
Another defeat for Golkar would proba- 
bly mean the sack for the locally-born 
civilian governor, Mr Ibrahim Hassan, a 
former veterinary surgeon, and the ap- 
pointment of a military governor from 
outside the area. 





'single seat between them. Better still 

































who will probably vote with the Barbee 
ans against independence. The Kanaks’ 
leader, Mr Jean-Marie Tjibaou, claims - 
that only they should decide the island’s — 
future. The Kanaks are particularly upset - 
that anyone who has been in New Caledo- 
nia for three years can vote in the — 
referendum. e 
The previous government in Paris, a 
Socialist one, had almost worked out a — 
deal with the Kanaks under which New 
Caledonia would be given a lot of autono- - 
my, but which would leave France in | 
charge of foreign policy, defence and rt E 
police. In the end France may return t | 
this sort of plan. Until then the island 
remain restless, and the outlook for gua 
dogs uncertain. 


South Africa 
Botha's battles 


FROM OUR SOUTH AFRICA CORRESPONDENT 


South Africa is heading for an unquiet - 
end to its current election campaign. A 
six-week strike by black railwaymen, the — 
fire-bombing of Soweto’s commuter — 
trains and the killing on April 22nd of at 
least six blacks by security forces have | 
refuted government claims that racial - 
unrest has been brought firmly under 
control. Even so, President Botha has - 
some reason to feel pleased. The election - 
challenge mounted against the govern- 
ment by Mr Denis Worrall, South Afri- - 
ca's former ambassador to Britain, may - 

have misfired. 

Mr Worrall, and two other defectors- 
from the ruling National party, had hoped 
that disillusionment with Mr Botha'slack | 
of progress towards racial reform would 
win them an independent bridgehead in - 
parliament at the whites-only parliamen- - 
tary election on May 6th. They had also | 
probably hoped to enlarge that bridge- - 
head in the wider election which Mr 
Botha is constitutionally obliged to hold 
in 1989. Both hopes may be disappointed. - 

The National party has a reasonable - 
chance of returning to power with the - 
same number of elected seats as it held — 
when Mr Botha dissolved parliament: 110 
out of 165. Some observers reckon the 
three independents will be lucky to win a 


Mr Botha, the far-right Conservative and — 
Herstigte Nasionale parties, which worry 
him far more than the threat from Mr 
Worrall and his allies, have been unable 
to form an electoral pact. 
The 1989 election, in which coloured r 
(mixed-race) and Indian South Africans — 
will vote as well, could be more haz: wi 


economy begins to flounder. By then, i a 
ultra-right will probably have united. "But 
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. Mr Botha would have an easy way of 
frustrating his opponents, by putting off 
the election. 

Doing so would require a constitutional 
amendment, and therefore the agreement 
of the majority parties in the coloured 
and Indian chambers of the three-house 
parliament. This ought not to be difficult: 
none of the parties is hungry for a chance 
to face the voters. In the previous elec- 
tion, in 1984, coloured and Indian candi- 
dates were called collaborators by mili- 
tants in their communities. Only 30% of 
registered coloured voters, and less than 
20% of the Indians, bothered to vote. 

Since then, the coloured and Indian 
members of parliament have further de- 
clined in the esteem of their constituents. 
A rebellion has broken out in the Labour 
party, which won 76 of the 80 elected 
seats in the coloured chamber. It was set 
off by the “abject apology" which the 
- Labour party leader, Mr Allan Hen- 


drickse, made to President Botha after 
swimming from a whites-only beach in a 
misjudged protest against apartheid in 
January. Mr Hendrickse will not need 
much persuasion to agree to put off the 
next election. 

Mr Botha may have another reason for 
postponing that election. He is 71, and 
the betting now is that he will bow out of 
politics at the end of 1988, after presiding 
over a series of symbolically important 
anniversaries. These include the 300th 
anniversary of the landing of the French 
Huguenots, whose descendants have be- 
come part of the Afrikaner people, and 
the 150th anniversary of the Great Trek 
by the Boers to escape British rule. He 
will probably want to spare his successor 
the burden of a general election within a 
year of taking over—not least because by 
1989 extra seats will have been allocated 
to the Transvaal, where the Conservative 


party is strongest. 


A real people’s democracy, for once 


FROM OUR SPECIAL IN KARACHI 


In Karachi's poor suburbs, the govern- 
ment does not function. That is one 
reason for the riots which have killed 
several hundred people in this sprawling 
Pakistani city in the past six months. The 
bright side is that the inhabitants have 
started taking over the functions of gov- 
ernment themselves. Mr Akhtar Ha- 
meed Khan, the man behind the widely 
admired co-operative movement in East 
Pakistan (now Bangladesh) the 1960s, is 
showing them the way. 

Karachi, the centre of Pakistani com- 
merce and industry, now has around 7m 
people and is adding to them at a rate of 
6% a year. The government builds 
enough houses to accommodate an extra 
1% a year. The unofficial government 
takes care, so far as it can, of the rest. 

Most of Karachi's townships are illegal 
developments. Some of the earlier ones 
were started by entrepreneurs who paid 
officials to turn a blind eye while they 
divided government land into plots and 
sold them off; people then built their 
own houses. More recently developers 
(some recycling the big money the her- 
oin trade has brought in) have built 
whole developments and let the houses. 
They also run the transport systems— 
consisting of buses driven, in many 
cases, by unqualified drivers—and con- 
trol local credit, lending money at 20% a 
month. Most of them are Pathans. 
Hence the resentment against Pathans in 
the recent riots. 

Some of the townships consist of neat 
concrete or brick houses topped with 
television aerials and occupied by skilled 
workers. But the government provides 
almost no services. In some townships 
there is no rubbish-removal or sewerage, 
water or electricity supply. In others the 


developers bribe civil servants to provide 
water or electricity connections illegally, 
and charge the residents. 

In the past five years, however, people 
have begun doing things for themselves. 
Mr Khan provided the example, with his 
Orangi Pilot Project. Orangi, which is 
home to nearly 1m people, is Karachi's 
biggest and most chaotic township. The 
project has got its residents to build 
themselves a proper sewerage system 
with no help from the authorities. 

Mr Khan, who is now 73, studied at 
Cambridge university and joined the 
Indian Civil Service before the subconti- 
nent got its independence from Britain. 
He eventually resigned, became a lock- 
smith, then a teacher; he then started the 
co-operative movement in East Pakistan 
in partnership with a group from Har- 
vard university. 

Parts of the subcontinent, Mr Khan 
maintains, are now run as they were in 
the early days of the British East India 
Company: the rulers were there to plun- 
der, not to rule. He believes that India is 
not too bad—its civil servants often have 
to answer to politicians, who have to get 
elected—but that Bangladesh and Paki- 
stan have reverted to government by 
plunder. Without a. well-established 
democratic system to keep them in line, 
too many civil servants in Bangladesh 
and Pakistan are interested not in mak- 
ing the administration work but in steal- 
ing money. In Karachi, the heroin trade 
has weakened government further—the 
drugs mafia is richer than the 
government. 

Mr Khan started the co-operatives in 
East Pakistan because government had 
failed. The civil servants were West 
Pakistanis, not much interested in pro- 
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viding people with what they needed. Mr 
Khan, who was running a rural develop- 
ment college in Comilla, got farmers to 
form co-operatives to provide them- 
selves with roads, irrigation, credit, 
seeds and fertiliser. Its very success de- 
stroyed the experiment: after the coun- 
try became independent as Bangladesh, 
in 1971, the co-operatives were incorpo- 
rated into the bureaucracy. 

The Orangi project in Karachi remains 
wholly independent. Mr Khan, who had 
gone to Pakistan after Bangladesh was 
created, started talking to people in 
Orangi in 1979 about building a drainage 
and sewerage system for themselves: it 
was clear the government was not going 
to provide them with one at a price they 
could afford. The idea slowly gained 
ground. Street committees were formed, 
the pilot project gave technical advice 
and sold materials at cost, and the peo- 
ple provided or hired the labour. Half of 
Orangi has now been hooked up. 

No charity is involved. The idea is that 
people should pay for what they get, 
because then they will look after it 
properly. The cost of being hooked up is 
around 1,000 rupees ($60) a house—one 
month’s average wages. The municipal 
development authority would charge 
five times as much: kick-backs and com- 
missions account for the difference. 

The people of Orangi have begun to 
apply the principle more widely. The 
number of registered groups organising 
or lobbying for services like education, 
clinics and policing has more than dou- 
bled in the past three years; there are 
now nearly 200 of them. The recent riots 
have slowed all this down: people are 
unwilling to invest when they may get 
burned out. But the pilot project offers 
some hope for the future. The govern- 
ment has washed its hands of the area 
and asked Mr Khan to take on the job of 
rebuilding Orangi. 
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Business Class of 2001. 
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A. Cathay Pacific, we've always been slightly ahead of our time. 


We were the first airline in Asia to introduce a real Business Class, the popular Marco Polo 
Business Class. And, in keeping with our prime objective — helping all our passengers arrive in better 
shape, we've pioneered longhaul non-stop flying. For example between Hong Kong and London, 
Hong Kong and Frankfurt and the long Pacific haul to Vancouver. 





But not content to be the first with a Business Class, we're constantly improving it. 
And we're increasing the number of non-stop flights. With more non-stop services to London, 
Rome and Vancouver. 

So when these businessmen of the future take to the skies, they know that now and in the year 


2001, Cathay Pacific, Hong Kong's airline, will continue to help them arrive in better shape. 


Arrive in better shape— — 
CATHAY PACIFIC. 


The Swire Group }4 AEN 














CAN YOU AFFORD YOUR INVESTMENT DATA 
TO BE LIGHT ON DETAIL? 


Unless you like risk without return, you need 
data that's detailed and solid. 

With Datastream, practically everything you 
need to know about a security is available on your 
own PC. 

Ourcomprehensive on-line information service 
helps you make investment decisions based on hard 
facts. You can choose from a wide variety of data items 


DATASTREAM 


TELEPHONE: NEW YORK (212) 938 8699. LONDON (01) 250 3000. ROTTERDAM (10) 4 1111 54. HONG KONG (5) 833 6555. 





covering equities, bonds, economics, interest and 
exchange rates, futures, options and indices as well 


as full, internationally comparable company accounts. 


You can also create your own mathematical 
expressions or choose from a range of functions to 
manipulate the data in the way you want. 

In fact, if theres one word that describes our 
data, it's heavyweight. 
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AMERICAN SURVEY 


Television's second childhood 


— 
Does the future lie with Headroom or with Rather? 


The 1982 film “Blade Runner", a Holly- 
wood movie made by a British film direc- 
tor, seems to have established a style for 
American television in the summer of 

987. “Blade Runner"was set in the fu- 
ure, in an American city where corporate 
executives lived in huge glass towers 
while, at ground-level (where it was al- 
ways raining) life was miserable, and 
Japanese accents and sushi predominat- 
ed. The film did respectably at the box 
office; it also acquired a cult of its own, It 
was full of the sort of special effects that 
young filmgoers had already absorbed 
from clever advertisements and rock-mu- 
sic promotional videos. 

The legacy of “Blade Runner" has now 
entered the mainstream. American tele- 
vision is full of programmes which, how- 
ever vapid their content, look spectacu- 
lar: stylish, witty and up-to-date. The 
hottest show at the moment is Blade 
Runner's direct offspring, Max Head- 
room, born two years ago on Britain's 
Channel Four as a wisecracking, golf- 
loving, arrogant, computer-generated 
head-and-shoulders. The programme 
bulges with the most startling special 
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effects a warped, video-crazed, pink- 
Converse-shoed teenager could imagine. 

The true significance of Mr Headroom 
has been discussed in an essay by Mr Tom 
Shales, the television critic of the Wash- 
ington Post. He calls the new vogue 
“video nouveau", a “second childhood" 
of television that “might even surpass the 
first." But television's purpose, it can be 
argued, should be more adult. American 
television has long passed the point where 
it could be sensibly spoken of, or thought 
of, as no more than a form of show 
business. 

The television screen, for example, is 
increasingly the nation's first purveyor of 
news. A survey carried out this year for 
the Television Information Office (TIO) 
found that half the American public cited 
television as their only source of news, 
more than ever before. Two-thirds of the 
respondents said they relied on television 
for most of their news, as compared with 
36% who looked mostly to newspapers. 
The gap between the print and broadcast 
media was the widest ever found. 

Yet, to all appearances, television news 
is going through a crisis of morale. All 


three big networks—ABC, NBC and CBs— 
have suffered recent upheavals in their 
corporate structures. The first two have 
changed owners; CBS, after a public 
bloodletting last year, is now chaired by 
Mr Lawrence Tisch, who joined the 
board only recently. The new bosses, 
faced, as has been the case for two years, 
with a relatively flat market for advertise- 
ments, have tried to cut costs. Their first 
targets have been their apparently bloat- 
ed and unprofitable news operations. 


Closest attention has been paid to the r 


travails of CBS, the station of Ed Murrow 
and Eric Sevareid, which is considered by 
romantics as the flagship of television 
news. CBS has seen the most newsroom 


lay-offs and bureau closures; labour dis- - 


putes (one between the news writers and 
the company has just been settled) have 
come into the open. Mr Dan Rather, the 
urbane Texan who anchors the CBS eve- 
ning news and, perhaps a little self-con- 
sciously, assumes the Murrow mantle, 
has pronounced himself disgusted that his 
network has apparently chosen to chase 
profits rather than news. But the problem 
goes well beyond one network. In an 
honest article for the Washington Post, 
Mr Tom Brokaw, Mr Rather's equivalent 
on NBC, recently spelt out the new reali- 
ties. Network news, he said, was not part 
of the American birthright. There had 
undeniably been excesses in some news 
divisions. Now everything, including, Mr 
Brokaw presumed, his salary (believed to 
be in seven figures) was under review. 

It is possible that the role of the net- 
work news operations will increasingly be 
ceded to local stations. According to this 
year's TIO survey, large majorities say 
that their local stations do a good job of 
covering news. More people now say they 
get news about local elections from televi- 
sion than from newspapers, a change 
from 1984, and new technology is reduc- 
ing the costs of foreign coverage by local 
stations. Yet Mr Brokaw is not alone in 
doubting whether local stations do much 
more with foreign stories than show pret- 
ty pictures. Others, noting the propensity 
of local stations to cover fires—any fire— 
and floods—any flood—wonder if all lo- 
cal stations even get under the skin of 
their own communities. 

Nonetheless, there may be some attrac- 
tion for the networks in handing the job 
of news over to others. Mr Rupert Mur- 
doch could set a trend for newsless net- 
works, as for so much else. His Fox 
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S esadcasting System, the basis of his 

. hoped-for fourth network, now consists 

_ of eight stations with agreements to sell 

. programmes to another 100; his pro- 

grammes for weekend nights have been 

-. fairly well received, and he has been able 

- to sell plenty of advertising. But success- 

- ful though Fox may turn out to be as an 

. entertainment network, Mr Murdoch has 
. no plans to form a news operation. 

On the other hand, Mr Ted Turner, 
whose Atlanta-based Turner Broadcast- 
ing System owns Cable News Network 
(ENN) seems to demonstrate that news 
can make money. His all-day news ser- 

_ vice, which started in 1980, became prof- 
itable in 1985 and now serves 39.3m 
A Subscribers. It has never had the huge 
overheads of the networks (Georgia is a 
-right-to-work state, so Mr Turner has 
been able to avoid union problems) and 
now looks increasingly like a permanent 

| part of the news scene. 
— Mr Turner has one small advantage 
over other news outlets. His program- 
ming is not subject to regulation by the 
Exe Communications Commission 
_ (FCC), which exercises some control over 
- the networks and their affiliates: most 
_ notably, in the case of news, by applica- 
tion of the "fairness doctrine", which 
, requires stations covering “a controver- 
sial issue of public importance" to give 
f coverage also to the opinions of the other 










side. The idea that those who make use of 
the airwaves (once considered a finite 
. resource) also shoulder a public responsi- 
_ bility for what they broadcast was upheld 
- by the Supreme Court in 1969. In large 
measure, the American public seems to 
agree; it still thinks of broadcasting as a 
medium quite different to newspapers, 
= and therefore not granted precisely the 
. same first-amendment freedoms. 
.. The ex-chairman of the Fcc , Mr Mark 
. Fowler, who retired on April 17th, had 
- little use for the notion that broadcasting 
. and print media were different fish. He 
_ believed that television companies, busi- 
nesses like any other, should make profits 
_ by providing what their customers want- 
ed; most wanted entertainment. They 
- should not have an obligation to provide 
. public services, including news, if these 
= could not make money. Mr Fowler has 
. been determined to do away with the 
- fairness doctrine and allow television 
companies to say what they like. His 
- determination seems to have inspired a 
Cram Congress to try to write the 
. doctrine into law; on April 21st, the 
. Senate voted by 59 to 31 to codify fair- 
mess. The House of Representatives, 
. where a subcommittee plans hearings 
| soon on the effect of the cost-cutting 
.. measures on network news, is expected to 
; follow suit. 
1 
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Indeed, even at the rcc itself, the 
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"print model" is not accepted in all cir- 
cumstances. At the commission's last 
meeting under Mr Fowler's chairman- 
ship, it voted to revise its rules on obscene 
or indecent material. Hitherto, it has 
taken action only against those broadcast- 
ers who have used one of seven dirty 
words. In the new ruling, which was 
prompted by the growth of “raunch ra- 
dio", which uses innuendo to make gam- 
ey suggestions without actually using the 
seven deadly words, the commission an- 
nounced that it will hitherto apply what it 
calls a generic definition of indecency. 
That, according to a Supreme Court rul- 
ing of 1976, means language or material 
which in “terms patently offensive as 
measured by contemporary community 
standards for the broadcast medium" de- 
picts or describes sexual or excretory 
activities or organs. 

If even such a free-market bastion as 
the FCC is prepared to change the rules in 
this way, the paradox at the heart of 
American television becomes sharply ap- 
parent. It may offer excellent, stylish 
entertainment, but there is a pervasive 
feeling that it has to do something more 
than that. It was a British politician, Mr 
Tony Benn, who once said that broad- 
casting was too important to be left to the 
broadcasters. In the current debates on 
the adequacy of news coverage and on 
indecency, Americans are showing that 
they agree. The legacy of "Blade Run- 
ner" is not enough. 


Election debts 


Nobody loves a 
loser 


WASHINGTON, DC 


Mr Gary Hart, the former Democratic 
senator from Colorado, had hoped that 
his official entry into the 1988 presidential 
fray would be smooth; he is, after all, the 
front-runner. Instead, the press seems 
mostly interested in the $1.3m in debts 
remaining from his unsuccessful bid in 
1984. 

Mr Hart has already reduced the red 
ink (he once owed $4.7m), but his at- 
tempts to raise money for a new race 
offend some of his creditors. On April 
15th, at a Hart fundraiser in Hollywood, 
federal marshals moved in and seized the 
proceeds; they were acting at the behest 
of Semper-Moser Associates, a Califor- 
nian company that claims it is owed 
$107,700 by Mr Hart. By all accounts, the 
marshals went about their business quiet- 
ly, under the noses of Warren Beatty and 
Elliott Gould and the like; discretion did 
not prevent the news getting out. On 
April 21st, embarrassment was com- 





pounded by the resignation of Mr Hart's 
chief fundraiser, Mr Michael Novelli, the 
man who had spent almost two years 
whittling down the candidate's debts and 
reducing the number of his creditors from 
750 to a mere 60. 

Before the raid, the Hart team had 
been saying that campaign-finance laws 
barred them from using 1988 money to 


repay 1984 debts. Now the campaign is 
asking the Federal Election Commission 
(FEC) if that interpretation is correct. Mr 
Hart wants to meet his 1984 obligations, 
but without jeopardising his eligibility to 
receive the government cash upon which 
presidential candidates rely. 

Mr Hart is not alone. He is not even the 
most indebted. Senator John Glenn of 
Ohio has that distinction; he began the 
year still owing $2.8m from his 1984 
presidential attempt. Senator Alan Cran- 
ston of California, another unsuccessful 
1984 presidential candidate, still owes 
about $640,000. The Rev Jesse Jackson, 
so far the only other 1984 candidate who 
is running in 1988, owes a relatively 
modest $64,000. 

Mr Glenn recently received some help 
from the FEC, which says he may transfer 
about $800,000 no longer needed by his 
1986 Senate campaign to his 1984 presi- 
dential account. In other areas, the com- 
mission is being less amenable. It is taking 
Mr Glenn to court in early May to investi- 
gate the source of his debts. Mr Glenn 
borrowed $2m from five Ohio banks to 
run for president in 1984. The FEC says 
the loans were illegal because the money 
was lent without any collateral beyond Mr 
Glenn's good name. Mr Glenn denies any 
wrongdoing, and has countersued the 
commission. 

It could be argued that the real prob- 
lem facing Mr Hart and Mr Glenn is that 
they lost. Political contributors love win- 
ners. Had Mr Hart or Mr Glenn won, 
their debts would probably have disap- 
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NOT IN INTERNATIONAL BANKING 


The Dutch have a worldwide reputation. For being 
good, astute businessmen. We're proud of this. But we 
also know that it's just not enough. Not in the world of 
international banking which grows daily more complex 
and sophisticated. 

Today, AMRO hasan international banking 
capability precisely tuned to institutional, commercial 
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peared in a flurry of post-election contri- 
butions from those eager to be seen to be 
on the side of the anointed. 

Contributions of this sort are most 
evident in congressional races—and nev- 
er more so than at the moment in the 
Senate, where many winning underdogs 
are settling into their new roles as incum- 
bents. Nearly all the Senate newcomers 
ended last year's election campaigns with 
net debts. 

At the end of last year, Mr Terry 
Sanford of North Carolina owed more 
than $850,000. Mr Hart's replacement in 
Colorado, Mr Timothy Wirth, owed 
more than $200,000. Even some incum- 
bents ended their campaigns in debt be- 
cause of particularly tough re-election 
contests. Mr Cranston, for example, had 
more than $400,000 to consider along 
with his presidential deficit. 

It is likely that most of these debts will 
be gone by mid-year, when the next 
campaign-finance disclosure reports are 
due. Common Cause, a critic of the 
current campaign-finance system, has al- 
ready studied the period immediately 
after the last campaign. It found 150 cases 
of political action committees (PACs) giv- 
ing money to newly elected senators 
whose opponents the PACs had previously 
supported. 

None of this helps Mr Hart, who says 
some of his debt problems stem from his 
refusal to take PAC money, which he 
considers corrupting. Maybe, but Mr 
Glenn takes PAC money and his debt is 
still huge. An equally plausible explana- 
tion is that nobody likes giving money to 
losing campaigns. 


South Korea 


With friends like 
these... 


South Korea's brutal crackdown on polit- 
ical dissent confronts the United States 
with a familiar dilemma. Before Presi- 
dent Chun Doo Hwan cut short debate 
over a new constitution on April 13th, 
American policy-makers had been work- 
ing hard to promote a compromise be- 
tween the government and its opponents. 
Accommodation now appears to be ruled 
out, at least until after Mr Chun hands 
over power to a chosen successor next 
February and probably until after the 
September 1988 Olympics. This leaves 
the United States no choice but to accept 
Mr Chun's blocking of the route to de- 
mocracy. The issue is whether to do so 
silently and antagonise the opposition, or 
to anger an allied government by express- 
ing public dismay. 

So far the American embassy in Seoul 
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America can't disapprove too loudly 
has merely dissociated itself from the 
Chun government's moves. Congressman 
Stephen Solarz, who returned from Ko- 
rea this week, is urging the administration 
to make its disapproval open and explicit. 
He concedes that American leverage is 
limited; even opposition leaders have no 
illusions that public or private diplomacy 
will turn the government round. And they 
are no less opposed than the government 
is to making a lever out of America's 
40,000 troops in Korea. But a strong 
American endorsement of political liber- 
alisation could serve two ends. It might 
encourage the government to make other 
concessions, such as relaxing censorship 
and releasing political prisoners. And it 
could stem the anti-Americanism which is 
already rampant among radical students 
and spreading to the middle class. 

To some extent, anti-American feeling 
is a function of South Korea's economic 
boom and its accompanying self-confi- 
dence. It is also a legacy of the Chun 
takeover in 1980, when the Americans 
were blamed for allowing the diversion of 
Korean troops from the joint command to 
crush protests (and kill hundreds of dem- 
onstrators) in the city of Kwangju. For 
the past year, there has been the added 
element of deflated expectations when 
South Korean protesters did not succeed 
in reproducing the Philippine revolution 
in Seoul. The United States, it was naive- 
ly hoped, would support such an event. 
The Americans limited themselves to “re- 
cognising" the opposition by allowing 
their ambassador to meet leading dissi- 
dents for the first time. Meeting them 
now would be one way of signalling that 
America does not consider Korea's politi- 
cal argument closed. 

Another suggested pressure point is the 
trade talks between the United States and 





South Korea, but here the Americans are 
already demanding concessions. The sec- 
retary of commerce, Mr Malcolm Bal- 
drige, went to Seoul this week to press for 
greater access for American exports as a 
way of whittling down Korea's trade 
surplus, which was $7 billion on $20 
billion worth of two-way trade last year 
and is still rising. The Koreans responded 
by promising to relax restrictions on 36 
products, including cars and computers, 
which Korea sells in great numbers to 
American consumers but refuses to buy 
from the United States. The government 
is also making foreign exchange available 
for imports, although it merely “hopes” 
that the products brought in will come 
from the United States and not from 
Japan, with whom Korea has its own $5 
billion deficit. 

Political strains at home may make th 
South Koreans marginally more eager t. 
satisfy the Americans on trade and mar- 
ginally less ready to accept American 
urging to talk to North Korea. When Mr 
George Shultz, the secretary of state, was 
in Peking last month he passed a message 
through the Chinese to Pyongyang, sug- 
gesting a resumption of North-South 
talks; he hinted at American rewards to 
come, starting with the lifting of a 30-year 
trade ban. The North Koreans simulta- 
neously wrote to the South Koreans pro- 
posing high-level talks. North and South 
have since been fencing, in their usual 
way, over whose formula should prevail. 

The Americans' short-term aim in pro- 
posing contacts between North and South 
(and allowing American diplomats to 
shake the odd North Korean hand) is to 
ensure that the 1988 Olympics take place 
as scheduled in Seoul without attempted 
sabotage by a jealous neighbour. The 
International Olympic Committee has of- 
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fered Pyongyang a bone in the form of 
two preliminary and two full-scale sport- 
ing contests, but North Korea is insisting 
that its one-third of the peninsula’s popu- 
lation entitles it to eight out of 24 events. 
The North is making its bid in isolation, 
since most of its communist friends have 
committed themselves to sending teams. 
Even the Russians seem to be planning to 
attend, and the Chinese are going to be 
there in force. 

South Korea’s street-fighting politics is 
likely to slow down any diplomatic move- 


ment on the peninsula. Mr Kim Il Sung, 
the president of North Korea, will not 
want to deal with the southern devil when 
it is beating up dissidents. And the Chun 
government will want to dispel any notion 
that the threat from the North, which is a 
standing excuse for repression, is less 
than dire. Still, the approaching Olympics 
give both sides an incentive to talk. The 
United States can add inducements for 
good behaviour.They might start by sug- 
gesting some improvements in the behav- 
iour of Seoul’s riot police. 


Of milk and minotaurs 


In the United States, scientists have been 
allowed to patent genetically-engineered 
bacteria since 1980 and genetically-engi- 
neered plants since 1986. As of April 
21st, genetic engineers can patent ani- 
mals too. 

The intention of the Patent Office is to 
encourage scientists to "create" leaner 
pigs, more productive dairy cows and 
disease-resistant animals. Animal-wel- 
fare and religious groups want the policy 
rescinded. They believe that, once mon- 
ey-making enterprises are released upon 
the animal kingdom, the result will be a 
nightmarish world filled with Minotaurs 
and other mutants. 

The rumpus began on April 3rd, when 
the Patent Office's appeal board refused 
to patent a process that made oysters 
larger by shaking them in a mechanical 
device. The appeal was rejected not 
because oysters are a higher form of life 
than bacteria but because they were 
natural and not man-made. 

In 1980 the Supreme Court ruled that 
Mr Ananda Chakrabarty, a researcher at 
General Electric, could patent a geneti- 
cally altered bacterium that would digest 
crude oil. This was the first patent grant- 
ed to a living creature. Since then, how- 
ever, the only creatures to be patented 
have been micro-organisms, not macro 
ones. 

The Patent Office, hoping to clarify 
the situation, recently declared that 
higher animals can be exclusively owned, 
provided they are not found in nature. 
(Human beings are not included in the 
declaration.) Conventional animal 
breeding will not be protected by patent. 
There are now 15 patents on new geneti- 
cally-engineered animals under con- 
sideration. 

Since 1980, scientists have been able 
to introduce foreign genes into the em- 
bryos of animals. The foreign genes get 
picked up by the DNA of the host animal 
during the repairing process which goes 
on after the egg is fertilised. Virtually 
any gene of any animal species can now 
be incorporated into the genetic make- 
up of another animal, whatever its spe- 
cies. Once incorporated, it can be passed 
on to the offspring for 15 generations or 
more. 
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The foreign genes change the nature 
of the creature; they even change its 
species. Several years ago researchers at 
the University of California at Davis 
fused a goat embryo with a sheep em- 
bryo and produced a living chimera 
called a geep. A gene for rat growth 
hormone, inserted into a mouse, pro- 
duces a giant mouse. 

However, the object of this sort of 
genetic manipulation is not to create 
aberrant monsters but to create animals 
that serve a practical purpose. For exam- 
ple, genes for growth hormone can be 
introduced into the genetic make-up of 
dairy cattle to boost milk production. 
The milk of these genetically-engineered 
cows is far purer than that from cattle 
which have had growth hormones inject- 
ed directly into them. A different sort of 
commercial avenue is being pursued by 
Embryogen, a small company in Athens, 
Ohio, which is trying to make new sorts 
of laboratory animals, such as a mouse 
that is susceptible to AIDS. So far, howev- 
er, no genetically-engineered animals 
are in commercial use. 
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Free at last 


Amidst all its troubles, Wall Street has 
enjoyed one unqualified triumph this 
year—the privatisation of Conrail, one of 
the biggest American railway systems. 
The Reagan administration had originally 
proposed to sell its 85% stake for $1.2 
billion to a rival railway, Norfolk South- 
ern Corporation. After an uproar, NS 





Genetic engineers reckon they need 
patent protection because research and 
development costs are so high. (The 
patents are enforceable; during the ge- 
netic-engineering process, secret genetic 
tags are also introduced to help identify 
the animals’ earthly maker.) And be- 
cause costs are so high, companies such 
as Embryogen, which spends $2m a year 
on research, have found it difficult to 
raise capital. 

At present, because the success rate of 
genetic engineering is still so low, some 
400 animals are needed to produce one 
"transgenic" creature. But once the 
transgenic creature is produced it can be 
left with a similar creature of the oppo- 
site sex and nature can take its course, 
resulting in many more transgenic 
creatures, 

Genetic engineers have little time for 
their outraged opponents. Animals, they 
point out, have for years been manipu- 
lated by man. Some, such as battery hens 
or over-productive dairy cows, could not 
survive in the wild. The new processes, 
rather than polluting and destroying 
the gene pool, could diversify it through 
the introduction of new genes. Time will 
tell. 
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Full throttle into the private sector 


increased its price to $1.9 billion, includ- 
ing tax credits worth well over $1 billion. 
But neither Conrail's management nor 
rival railways were happy with the merg- 
er, which would have created a giant 
system dominating the whole eastern half 
of the United States. In the end, the 


. administration was forced to accept the 


idea of a public stock offering. 

The stock was originally to be priced at 
between $22 and $26 a share, but the 
underwriters took advantage of this 
year's bull market to increase the price to 
$28, giving the government a net $1.6 
billion. This made Conrail by far the 
biggest initial offering ever seen on Wall 
Street. It is selling at roughly ten times its 
likely 1986 profits,the normal ratio for big 
American railways. 

This could not have been foreseen ten 
years ago, when two bankrupt rail sys- 
tems, the Pennsylvania and the New York 
Central, had.to be taken into public 


— ownership. Even in 1981, when nearly $3 


billion had been lavished on the system, it 


— wasstill barely breaking even. Since then, 


under a new chairman, Mr Stanley Crane, 
Conrail has made big profits. Although 
revenues have declined slightly in the past 
five years, from $3.6 billion in 1981 to 
$3.1 billion last year, profits have grown 
from $66m to $400m. Conrail has reduced 
its track coverage from 35,000 miles to 
25,000 and has sold many branch lines to 
individual entrepreneurs, who continue 
to feed it with traffic. It has drastically 
changed its labour contracts and reduced 
its workforce from over 90,000 to just 
under 35,000. 

In theory Conrail's very success, com- 
bined with the removal of its protected 
status, should limit its future. From now 
on, the system will have to pay taxes; had 
it paid them in 1986, its profits would 
have been reduced by over $100m to only 
just over $200m. Conrail also faces a 
succession problem. Mr Crane, an ex- 
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railwayman who not only carried through 
the reorganisation but also played a ma- 
jor role in convincing the investment 
institutions that Conrail was a well-run 
corporation, is 72 and has no obvious 
successor. Finding one may be easier, 
however, now that the railway is in the 
private sector. For the first time in gener- 
ations, railways are attracting manage- 
ment talent—including Mr Drew Lewis, 
who is now applying the same ruthlessly 
logical approach to the Union Pacific 
railway system as he showed when he was 
transport secretary. 

Enthusiasts for Conrail claim that fur- 
ther improvements are still on the cards. 
Traffic could be speeded up. More branch 
lines could be sold off. Conrail has con- 
fined its spin-offs to short-haul lines of 
less than 150 miles. Other railways are 
now selling branches of up to 300 miles. 
Conrail is also free, as it was not while it 
was in public ownership, to exploit its 
huge land holdings, including disused 
marshalling yards that might be sold for 
housing in cities. 

Conrail, like other railways, has only 
recently been able to obtain the savings 
possible when containers can be double- 
stacked on trains. The system requires 
considerable investment in raising bridges 
and lowering the floors of tunnels, but 
results in far lower operating costs. In the 
longer term Conrail might also attempt 
diversification, following the example of 
other railways that have taken over rival 
transport systems: barge lines, truck and 
delivery concerns and even steamship 
companies. 

The Conrail precedent is unlikely to be 
followed by the other nationalised rail 
system, Amtrak, which is responsible for 
all the country's (exiguous) long-haul pas- 
senger rail services. The administration's 
1988 budget proposals included a credit 
item of $1.6 billion; $1 billion was the 
theoretical revenue from privatising the 
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train services on the north-east corridor 
between Boston and Washington, while 
the other $600m came from removing 
Amtrak's annual operating subsidy. Con- 
gress greeted these proposals with con- 


' tempt. Although the north-east corridor 


is increasingly popular with passengers, 
even Amtrak plans only to cover its 
operating costs on these services. As for 
the battle for the general subsidy, that has 
been fought and won by Amtrak several 
times over the past six years. Conrail, 
unlike similar British and French exer- 
cises in privatisation, is likely to be a one- 
Off success story. 


The judiciary 
Too much tried? 


Congress is again considering the im- 
peachment of a federal judge. But this 
time the issue is more complicated, and 
even more delicate, than the impeach- 
ment last year of Nevada's Judge Harry 
Claibourne, who had been convicted of 
tax fraud. Judge Alcee Hastings has been 
found guilty of nothing. And as Florida's 
first black federal judge, he suspects— 
though he says he cannot prove—that he 
may be a victim of racism. 

Judge Hastings was tried in 1983 for 
allegedly conspiring with Mr William 
Borders, a black lawyer, to take a 
$150,000 bribe from two racketeers in 
exchange for reducing their sentences. 
The bribe was part of a “sting” operation, 
but the FBI closed in on Mr Borders 
immediately he pocketed the money, be- 
fore it could be determined whether any 
of the dollars were in fact destined for 
Judge Hastings. The jury, after much 
deliberation, decided that it could no 
convict the judge on circumstantial evi 
dence. 

This decision left some of his judicial 
colleagues dissatisfied, and they instigat- 
ed an investigation of their own. Their 
lengthy, confidential, report concluded 
that the judge was guilty of the bribery 
charge and that he had also lied under 
oath while defending himself. Last month 
the Judicial Conference, headed by the 
Chief Justice, Mr William Rehnquist, 
asked the House of Representatives to 
consider impeachment charges. 

Judge Hastings says he is relieved to 
have the matter in Congress: a political 
arena for what he calls a political charge. 
The son of a housemaid and a butler, 
Judge Hastings, now aged 50, has spent 
most of his life fighting southern racism, 
first as a college student and then as a 
flamboyant young lawyer in Fort Lauder- 
dale. He was named to the federal bench 
by President Carter in 1979, but this did 
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First Financial Development Forum 
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“The impact of External Debt on LDC’s Bank Management: 
the International, European and Italian Response” 
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PFC International Fund and Wardley Japan Trust 


á | “he PFC International Portfolio Fund is a unique investment concept 
bringing together some of the best funds and managers available in Hong Kong 
and offering three investment strategies. 


One of these, the Specialist Growth Fund, is invested in a wide range of 
international equities and has shown an increase of 12196* since launch in 


April 1985. 


The Wardley Japan Trust has contributed to this by providing a valuable 
strategic investment in the Japanese market. Wardley Investment Services Ltd. 
are one of the leading fund managers in Japan and the region and together with 
the PFC Specialist Growth Fund aim to provide long term capital growth. 
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Hastings doesn't mince his words 


not slake his thirst for controversy nor 
still his unbridled tongue: “As long as 
there are people like Ronald Reagan and 
Ed Meese, you can bet your bottom 
dollar I'll be fighting those bastards,” he 
promised recently in a speech to 600 black 
lawyers. 

Judge Hastings continues to preside 
over a full calendar of trials passing 
through his Miami courtroom, drawing 
high marks from defence and prosecution 
alike. His weekends are spent otherwise. 
In preparation for the impeachment hear- 
ings he has travelled all over the country, 
four weekends out of five, making his 
case at speaking engagements, usually to 
black audiences, sometimes in the home- 
towns of congressmen who will decide his 
fate. He can be a mesmerising orator, 
part stump politician, part story-teller, 
often profane. 

He has fashioned his own political 
network, including a fund-raising appara- 
tus, and his cause has been taken up as 
part of the civil-rights struggle by such 
groups as the Florida chapter of the 
National Association for the Advance- 
ment of Coloured People. It may help 
him that the impeachment issue has been 
assigned, in the first place, to a House 
judiciary subcommittee headed by Rep- 
resentative John Conyers of Detroit, a 
founder of the congressional black caucus 
and one of the most outspoken critics of 
the way that minorities fare under the 
criminal justice system. 

Other legislators have admitted pri- 
vately that the less they have to do with 
the Hastings case the better. The night- 
mare for Democrats is that the proceed- 
ings may drag on into the 1988 election 


48 






season, coming to a head with a Senate 
trial at a time when the party is trying to 
minimise the disputes between its white 
and black members. Judge Hastings has 
vowed to fight on for as long as it takes. 
But he did admit to one reporter that he 
was tired and might be tempted to give up 
the bench—so long as he could be guaran- 
teed his lifetime judge's salary. 


Bridges 
States of collapse 


Motorists on the bridge over the Des 
Peres River outside St Louis may not 
have noticed it at the time, but a few 
weeks ago the carriageway dropped three 
inches; it was saved from dropping anoth- 
er ten feet only because one girder 
snagged on another. On April 5th, seven 
travellers on the Thomas E. Dewey Thru- 
way in New York state, 40 miles north- 
west of Albany, were less fortunate. The 
road, which carries 15,000 vehicles a day, 
collapsed where it crossed Schoharie 
Creek; the bodies could not be recovered 
for days. 

In the country as a whole, about 150 
bridges collapse every year, most of them 
discreetly. Around 243,000 bridges, or 
42%, are listed as deficient. Deficient 
does not necessarily mean on the point of 
collapse; it may mean too narrow, too 
steeply angled, or simply unpainted. Mis- 
souri, with 69%, leads the league in the 
proportion of deficient bridges. New 
York and Connecticut follow; both with 
more than 60%. On Missouri's federal 
and primary highways about a third of the 


bridges are defective; on rural and sec- 
ondary roads, the proportion is closer to 
three-quarters. 

The average age of an American bridge 
is close to 40. As they get older, cars get 
faster and trucks heavier; the speed limit 
is creeping up, too. More than 33,000 
bridges that should be subject to weight 
restrictions have posted none. Limits are 
hard to enforce, because many of the 
smaller and more rickety bridges are 
under the control of county rather than 
state governments, and nobody has 
enough manpower. The National Trans- 
portation Safety Board, which is investi- 
gating the New York incident, has only 12 
highway investigators, and they must also 
run around investigating bus crashes and 
spills of hazardous materials. 

In an effort to improve inspections of 
bridges, the Federal Highway Adminis- 
tration (FHA) has just suggested that 
states should set their own schedules and 
ignore the once-every-two-years inspec- 
tion that is the law at the moment. Some 
states (notably South Carolina and Ken- 
tucky) were failing to keep up with the 
requirement; others were keeping up by 
cutting corners. The Schoharie Creek 
bridge passed its last inspection with a 
mark of five out of seven, but nothing was 
inspected below the water line. 

On April 11th, the FHA told Congress 
that it would cost $50 billion to repair all 
the country’s bridges; $13 billion was 
needed at once to put the most dangerous 
to rights. The new highway bill contains 
$8 billion. Voters in Missouri, their 
adrenalin raised perhaps by the mishap in 
St Louis, have just voted to raise their 
gasoline tax from seven to 11 cents a 
gallon; that will give them another $100m 
in matching funds for new pilings, girders 
and revetments. 
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Why they're sulking as well as 
celebrating in Berlin 


FROM OUR SPECIAL CORRESPONDENT IN BERLIN 


West Berlin is throwing a party next 
Thursday, April 30th, to start the celebra- 
tions of the city’s 750th anniversary. 
There will be strain behind the smiles. 
Senior members of the city’s government 
are worried about West Berlin’s future, 
ind believe that more must be done to 
mprove contacts with East Berlin as well 
as links with West Germany. They com- 
plain that the three western allies who 
hold supreme power in West Berlin— 
America, Britain and France—are ham- 
pering them. 

Mr Erich Honecker, the East German 
leader, has pushed these tensions into the 
open. Last autumn he invited West Ber- 
lin’s mayor, Mr Eberhard Diepgen, 
across the wall to attend East Berlin’s 
own anniversary festivities next October. 
Mr Diepgen would like to go. He is keen 
to seize every chance to reopen connec- 
tions between the two halves of a city 
which has been divided since the Berlin 
wall went up (under Mr Honecker’s su- 
pervision) in 1961. 

But, like so much about Berlin, the 
invitation is less straightforward than it 
looks. It refers to East Berlin as “capital 
of the German Democratic Republic". 

‘he three western allies argue that, if Mr 
Jiepgen accepts, this will undermine 
their insistence that all Berlin, East and 
West, remains under the control of the 
four victors of 1945, by an agreement 
reached with the Russians. The point 
looks legalistic, but the western allies are 
convinced that their protective role in the 
western part can stay credible only if the 
city's four-power status is firmly upheld. 
If it is not, then West Berlin, isolated 100 
miles behind the East German border, 
will be helpless if the communists choose 
to put pressure on it again. 

The western allies therefore indicated 
that they would prefer Mr Diepgen to 
turn down the invitation. The western 
side's decisions on Berlin are normally 
reached in the so-called *Bonn Group", 
made up of representatives in Bonn of the 
three western allies in consultation with 
the West German government. Contacts 
with the West Berlin city government are 
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close: usually only a friendly allied nudge, 
rather than an outright order, is enough 
to get the Bonn Group's policy carried 
out. Certainly neither side has anything to 
gain from a public row. But in this case 
Mr Diepgen, a forthright and ambitious 
Christian Democrat who has been in 
office since 1984, has not taken the hint. 

He has gone on publicly insisting that 
no visit of his to East Berlin can change 
the city's status. He also invited Mr 
Honecker to come over for next week's 
party in West Berlin. 

After a lot of dithering, the East Ger- 
man leader finally said no on April 13th. 
Berlin-watchers reckon that, just as the 
prospect of a Diepgen trip eastwards 
worries the western allies, so the Russians 
were not keen on a Honecker visit west- 
wards on April 30th. They emphasise that 
under the four-power Berlin agreement 
of 1971 they and the western allies agreed 
that West Berlin is not part of West 
Germany. They do not want Mr Hon- 
ecker implicitly suggesting a connection 
by crossing the wall for celebrations at- 
tended by West German notables like the 


Diepgen wants two halves to make more of a whole 


federal chancellor, Mr Helmut Kohl. 

All this has put the West German 
government in a bind. It has some sympa- 
thy with Mr Diepgen, but does not want 
any friction with the allies on whom West 
Germany's security, as well as West Ber- 
lin's, depends. Some insiders believe that 
Mr Diepgen has been getting private 
backing for his persistence from Mr Rich- 
ard von Weizsäcker, his predecessor as 
mayor and now West Germany's presi- 
dent. Mr von Weizsäcker respects, and is 
respected by, the western allies. But he 
also understands West Berlin's worries 
well and pushed hard to improve contacts 
between the two parts of the city while he 
himself was mayor. 

Members of the city government 
choose their public words with care, but 
behind the scenes resentment towards 
both the western allies and the Bonn 
government is bubbling up. It is claimed 
that the western allies themselves have 
helped to upgrade the status of East 
Berlin by having ambassadors there. 
True, the allies issue ritual protests when 
East German troops march through East 
Berlin, violating the theory that the city is 
a demilitarised zone for Germans. But for 
all practical purposes East Berlin has 
become the fully-fledged capital of East 
Germany. 

East Berlin has also spruced itself up 
for that 750th anniversary. The opera and 
museums were always of high quality, but 
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FROM OUR SPECIAL CORRESPONDENT IN BERLIN 


At the Rathaus Café across from the 
town hall, tubby officials are digging into 
ices topped with whipped cream. Close 
by in Café Flair, teenagers slumped in 
wicker chairs babble noisily over coffee. 
It’s filling up below in the Bacchuskeller 
and in the Paddenwirt tavern just down 
the road. East Berlin is still no gourmet's 


East Berlin gets its skates on 





now you can also find tolerable bars and 
cafés as well (see box). The wall is as vile 
a scar as ever, and people still risk their 
lives trying to get out to the west. But 
East Berlin is looking better and feeling 
prouder: even though it has a long way to 
go to match West Berlin's prosperity, it 
seems to have been catching up. Small 
wonder if thoughtful West Berliners are 
nervous about where that trend will lead 
in a decade or two's time, and are impa- 
tient for quicker progress on their side of 
the wall. 


Leave more to us 

Mr Diepgen wants more generous, and 
less bureaucratic, arrangements for West 
Berliners to visit East Berlin, and closer 
co-operation between the two parts of the 
city on transport and the environment. 
He also favours a more ambitious scheme 
to let West Berlin, which produces all its 
own electricity, draw power from East 
Germany. The east in turn could receive 
power from the West German grid at 
peak hours. (A similar idea hatched more 
than a decade ago, involving Russian 
electricity for West Germany, fell 
through because the East Germans did 
not want West Berlin drawn into the deal; 
now the chance of earning some hard 
currency counts for more.) West Berlin- 
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Back to café-and-cabaret society 






paradise, but cakes and ale are not as 
elusive as they once were. 

Visitors, sick of hearing the ritual 
"Gibt's nicht mehr" ("It's off") from 
surly waiters, used to beat a retreat to 
the hard-currency restaurants in the top 
hotels. The few good eating places like 
Ganymed (close to Brecht's Berliner 








ers think these and other planned im- 
provements would emerge from the pipe- 
line more quickly if the two parts of the 
city could talk to each other without being 
so inhibited by matters of status. 

Matters of status also get in the way of 
upgrading West Berlin's links with West 
Germany. Some senior city officials, 
however, reckon there is now scope for 
manoeuvre here. For example, West Ber- 
lin's deputies in the Bundestag and Bun- 
desrat (the two houses of the federal 
parliament in Bonn) do not have full 
voting rights. The city's Bundestag depu- 
ties are nominated by the parties in West 
Berlin's House of Representatives, not 
directly elected by West Berliners. Must 
things stay this way? 

True, as Russia goes on pointing out, 
the four-power accord of 1971 says that 
West Berlin is not governed by West 
Germany. But it also says that ties be- 
tween West Berlin and West Germany 
"will be maintained and developed", a 
phrase some Berliners now want to have 
interpreted “more dynamically". If the 
Russians have let East Berliners flout the 
rules, why should Americans and Britons 
and Frenchmen make West Berliners 
stick to them so rigidly? So runs the 
argument for sailing out into uncharted 
waters. 






Ensemble building) were usually full. 
Now there are other oases, especially in 
and around the Nikolai area, the old 
heart of Berlin, which is being carefully 
restored. Its alleys, gabled houses and 
cafés make a pleasant contrast to the 
stony waste of the Alexanderplatz, wind- 
swept in winter and burning in summer. 
Those who find the Nikolai quarter’s 
“olde worlde" hostelries overdone can 
go to Zur Letzten Instanz in nearby 
Waisenstrasse, with its simple benches 
and dark warren of rooms. Neither its 
position, round the corner from the state 
prosecutor's office, nor the presence of 
off-duty ‘‘Vopos” (People's Police) dulls 
the gusto of customers. Four types of 
beer are on offer and even dry white 
wine, once hard to find in East Berlin. 
The terrace of the Opera Café on 
Unter den Linden has its own special 
attraction: a good view of goose-stepping 
soldiers changing the guard across the 
road at the memorial to victims of fas- 
cism. For night-owls the same place has a 
rather plodding disco, open until 4am. 
Young people make instead for the Café 
Nord in Schónhauser Allee, which has 
hard rock and is hard to get into. The 
variety shows at the Friedrichstadt-Pa- 
last—with leggy girls, waterfalls and ice 
dancing—are good by any city's stan- 
dards. Pity that the Friedrichstrasse out- 
side is one long ugly building site. But 
that too, say East Berliners, will soon be 
transformed into a luxury boulevard 
where it will be a pleasure to stroll. 


































France 


Rising from the 
ashes 


FROM OUR PARIS CORRESPONDENT 





The atomic-power industry in France, a- 
elsewhere, sometimes prefers fudge tı 
facts. After the Chernobyl disaster 1z 
months ago, the French nuclear authori- 
ties first suggested that radiation drifting 
over Western Europe from Russia had 
mysteriously spared France. When 
French people found out that their milk 
and vegetables had been mildly contami- 
nated after all, French nuclear officials 
agreed to be more straightforward in 
future. Three recent mishaps in France 
have given them a lot to be candid about. 

On April 12th, a chemical leak at the 
Tricastin nuclear complex south of Va- 
lence injured seven workers. Six days 
later, a reactor at Fessenheim in Alsace 
was briefly shut down after an escape of 
non-radioactive steam from a faulty 
valve. The most serious incident was a 
large leak of liquid sodium in the experi- 
mental Superphénix fast-breeder reactor 
at Creys-Malville, on the Rhóne east of 
Lyons. Sodium, which cools the reactor's 
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core, ignites in air and explodes in water. 

The fault was noticed at the end of 
March, after tons of sodium had already 
leaked. Engineers then took a fortnight to 
find the source. This admittedly was in a 
supremely awkward place: the inner layer 
of a double-skinned storage tank that 
supplies sodium to the reactor core. 

Since the sodium supply tank is heavily 
reinforced and separated from the core 
itself, there is no serious danger, accord- 
ing to the industry minister, Mr Alain 
Madelin. Nor, he insists, is there any 
immediate reason to shut down the reac- 
tor during repairs. The car can keep 
running, he explained with a homely 
metaphor, while the petrol station is 
being fixed. 

Although these reassurances may have 
soothed some of the original alarm, a 
question hangs over the Superphénix’s 
commercial future. Clearing up the trou- 
ble could take a year and cost FFr400m 

$70m). Electricity from the Creys-Mal- 
ville plant already costs twice as much to 
produce as electricity from ordinary pres- 
surised water reactors. 

In the mid-1970s, when uranium and oil 
were both getting dearer, fast-breeder 
reactors looked a promising bet. Very 
roughly, they use highly unstable plutoni- 
um to convert relatively inert uranium 
into more plutonium, and so on in a 
continuing cycle. In a sense, a breeder 
reactor constantly generates its own fuel: 
hence the name Superphénix. 

Two things nonetheless make power 
from fast-breeder reactors expensive. 
One is their need for unusually elaborate 
safety equipment. Unlike ordinary reac- 
tors, fast-breeders can in theory explode. 
The other is the fact that uranium and oil 
are now a lot cheaper than ten years ago. 

French defenders of the Superphénix 
retort that a fast-breeder programme is 

orth pursuing, for the time will surely 

yme when oil and uranium become dear 
again. Not everyone, though, is ready to 
take the risks. The Americans ditched 
plans for a fast-breeder reactor at Clinch 
River. The Italians and the West Ger- 
mans own minority stakes in the company 
that built the Superphénix. Under the 
three-country programme, it is West Ger- 
many’s turn to build the next fast-breed- 
er. It is in no hurry. 

Two-thirds of France's electricity 
comes from nuclear power, and anti- 
nuclear feeling is generally low. The last 
big outburst, oddly, was ten years ago, 
when an anti-nuclear protester was killed, 
probably by a tear-gas grenade, at Creys- 
Malville. Apart from complaints about 
the French government’s lack of open- 
ness after Chernobyl, France’s small 
Green movement has in recent years been 
fairly quiet. Might it rise again on the 
Superphénix’s troubles? 
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Poland 





Is there solidity without Solidarity? 


Distracted by the Gorbachev phenomenon in Russia, the West has 
almost forgotten about Poland. True, the excitement of the Solidarity 


revolution of 1980-81 is over. But Eastern Europe's b 


country 


(37m people) is still potentially its most explosive. Last autumn General 


Jaruzelski 


proclaimed a new policy of liberalisation and “national 


reconciliation". Is it working? Our special correspondent reports 


All political prisoners, General Jaruzelski 
announced last September, were to be 
amnestied. A consultative council made 
up of distinguished citizens would be set 
up to advise him. Censorship would be 
drastically curbed. Most important, the 
government seemed ready to reactivate 
the economic reforms formally adopted 
in 1982, but largely ignored ever since. 
The Reagan administration registered its 
approval by dropping its last remaining 
sanctions against Poland. And this week 
Mr Gorbachev had warm words of con- 
gratulation for the Polish leader as he 
welcomed him to Moscow. 


General normalisation 


Some Poles speak approvingly of the 
relaxation of censorship and the emer- 
gence of new "independent" journals. 
The editors of an underground magazine, 
Meritum, are trying to go legal. The most 
recent book by Tadeusz Konwicki, a 
gifted novelist whose work since 1979 has 
been published only by underground 
presses, was brought out by one of the 
largest publishing houses in Poland. “As 
long as the censorship leaves me alone," 
he says, “I shall keep publishing openly. 
Once they pull out the shears, I go back 


underground." With one eye on Moscow, - 


Polish newspapers have eagerly taken to 


the spirit of jawnosc (the Polish equiva- 
lent of glasnost). While the coverage of 
foreign news is still appalling, virtually no 
domestic subject seems to be sacrosanct. 
For many Polish intellectuals, especial- 
ly those involved with Solidarity, such 
concessions mean little. They point out 
that the Polish PEN Club and the Writers' 
Union, banned in 1983, are still in limbo. 
More important, of the 57 members of 
the new Consultative Council, not one is 
a legitimate representative of the working 


class. The bond between workers and — 


intellectuals helped to give Solidarity its 
strength during its 16 months of legality; 
according to Mr Bronislaw Geremek, a 
distinguished historian and one of Soli- 
darity's main advisers, that bond may be 
disintegrating now the authorities' con- 
cessions go chiefly to intellectuals. 
Working-class support for Solidarity 
has dwindled rapidly, as polls conducted 


even by pro-Solidarity sociologists show. — 


The number of dues-paying members is 
almost certainly below the figure of 1m 
sometimes offered by Solidarity sources. 

Other ills afflict the banned union. The 
coexistence of open and underground 
structures declared by Solidarity last Sep- 
tember has spawned confusion rather 
than a new programme. Of the three 
open committees announced by Mr Lech 
Walesa on December 30th, only the *'In- 
tervention Committee" has been active. 
It exposes cases in which political offend- 
ers, instead of being thrown in jail as in 
the past, have been heavily fined or had 
their cars confiscated. 

Solidarity has cast about for issues that 
might arouse its members. In the steel- 
works of Nowa Huta, for instance, the 
local “open” committee came up with 
two plans, one providing elderly workers 
with certain privileges, the other encour- 
aging young people to form housing co- 
operatives. But it is “all so damn hard," 
said one local Solidarity leader, “when 
you are surrounded by sullen passivity.” 
One of his colleagues mentioned a recent 
petition for the restoration of trade-union 
pluralism: “If we could gather several 
hundred thousand signatures," he said, 
"the government would be forced to 
listen to us." So far, about 8,000 people 
had signed. 

All this reflects a growing aversion 


51 





Mou» 1 4 ~ et í - E^ - 
Mitto Aur a nt oc. aa n ee a, t E AM on Pe 


Bux. “i diim... "31 


PPS Gba MEA us 


reu 


wem T Mae ae 


AD ORs ee, 


EUROPE 





to any form of political engagement. The 
increased availability of consumer goods, 
especially food, helps to keep people 
quiet. But the government has recently 
introduced fairly steep price increases, 
and, if housing construction does not 
begin to improve, young Poles—who now 
have to wait up to 20 years for apart- 
ments—may not remain apathetic. One 
Polish writer recently characterised 
young Poles as a generation “untouched 
by Solidarity” and “thirsting for its own 
adventure, even a fight.” 

Actually, according to some surveys, at 
least half of Poland's young people would 
like nothing better than to leave their 
country altogether. Still, the young re- 
main the centre of opposition, responsi- 
ble for a still-vigorous underground press 
and for some successful environment- 
protection battles. The government re- 
cently closed the Siechnica steelworks 
near Wroclaw, long known as an ecologi- 
cal blight, mainly because of protests by 
the small but articulate “Freedom and 
Peace” movement. Other young people 
spurn any co-operation with the govern- 
ment as “traitorous” and prepare, quietly 
and systematically, for the eventual 


Solidarity seems mired in the myth that it 
can force concessions from the govern- 
ment, despite the current inertia. Any 
hopes it may entertain of becoming a 
partner of the regime are vain. General 
Jaruzelski and his team resolutely oppose 
any co-operation with Solidarity, on the 
ground that it remains (as Major Gor- 
nicki, an adviser to General Jaruzelski, 
puts it) wedded to the principle of “all or 
nothing", or (in the words of Mr Jozef 
Czyrek, a Politburo member) that it pre- 
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More resignation than revolution in the queues for meat 


fers “confrontation” to the “accepted 
rules of the game". Nevertheless, the 
government needs, and seeks, a broader 
base of support. Should not the opposi- 
tion, ask some of its members, adopt 
different tactics? 

In 1982 the regime created the Patriotic 
Movement for National Rebirth (PRON), 
an organisation designed to win support 
for the government's policies. Even 
PRON's bitterest enemies give it some 
credit: for an astute report on economic 
reforms, for another acknowledging that 
workers' councils work best when they 
are dominated by Solidarity members. 
The reluctant credit-givers would never 
consider joining PRON. But why not sup- 
port certain of its activities? 

Similarly, the official Congress of Re- 
born Polish Trade Unions, which claims 
7m members, acknowledges the Commu- 
nist party's “leading role"; its chairman, 
Mr Alfred Miodowicz, is a Politburo 
member. But it hardly resembles the pre- 
Solidarity Central Council of Trade 
Unions, which obediently carried out the 
role that Lenin had assigned it, serving as 
the party's "transmission belt". At its 
congress in January, the new federation 
gave the floor to debate, dispute and even 
acrid criticism of the government. Re- 
cently the official unions attacked the 
proposed price increases, recommending 
"structural changes of a market-economy 
nature" and calling for "revolutionary 
and radical" changes in the economy. 
Why not try to work through these 
unions, too? 

The consultative council may prove to 
be a hoax. But so long as it offers a forum 
for debate (a transcript of each session is 
to appear, in 30,000 copies), why not 
work within it? Solidarity-affiliated intel- 
lectuals refused to take part unless Mr 





Walesa was asked to join; some now say 
this was a mistake. Above all, so long as 
the government—for its own reasons, or 
under pressure from Mr Gorbachev—is 
proceeding with some economic reforms, 
why not support those efforts? 


Stand up the real reformers 

Everyone agrees on the need for econom- 
ic reform. The official press, which for 
several years portrayed Solidarity as the 
principal culprit, now admits that calami- 
tous policies and decades-old resistance 
to reform have brought the country inch- 
es from economic disaster. 

Among the symptoms are: an economy 
which shrank by an average of 0.8% a 
year between 1981 and 1985; drastically 
lowered living standards; decapitalisa- 
tion; moribund housing construction; a 
rapidly expanding "second economy" 
which often verges on sheer barter. Last 
but hardly least, Poland's net hard-cur 
rency debt is $30 billion and still growing 

In February 1982 the Polish parlia- 
ment, the Sejm, ratified a bill of econom- 
ic reforms; its provisions included ex- 
panding the private sector, providing 
factories and workers' councils with more 
autonomy, and establishing profitability 
as the criterion of an enterprise's survival. 
The predictable bureaucratic sabotage 
followed. Last summer General Jaru- 
zelski heralded the “second stage" of the 
reform. When the documents reached the 
Sejm in December, they proved to be old 
wine in new bottles, and the ordinarily 
docile parliament sent them back for 
"reconsideration".The plan now is to 
present the revised documents for “public 
discussion" and then go back to the Sejm. 

Meanwhile many economists have 
been campaigning for radical changes. 
One of them is Mr Jan Mujzel of the 
economics institute of the Polish Acad^- 
my of Sciences. He and others speak : 
commercial banks, independent of the 
government; of smaller corporate taxes 








It'S still a struggle 


Poland's: net material product 1980-100 
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Our best set of year-end results since records began 
. 1986 was a year that saw Legal & General's after. 
tax profits increase by 82% and the total divi 
per share of 975p represents a rise of more than 
1996 over 1985. SETS 
These figures give Legal & General confidence 
for continued and sustainable future growth. $ 
: Our business philosophy remains the same. 
Evolution - not revolution. The way forward lies in 
both building on our existing skills, business con- E 


nections and market strengths and continued diver- | - 


sification into related financial services areas. 

For a fuller insight into last year's results and 
our future prospects make sure you send for our 
Annual Report today. 


"c eee eel ma a 
-— Please send S 
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vr Legal & General Annual Report 1986: N 


E. a Send to: Corporate PR Department, Legal & General w' 
^ Group Plc, Temple Court, 11 Queen Victoria Street, 
London EC4N 4TP. 











1986 







1985 





| Profit before taxation £27.5m £15.0m 


| Earnings per share 525p 238p 





Dividend per share 19.0p 1175 p 






N APPETISING SET OF FIGURES. 


“1986 was a year of substantial progress. Rationalisation yielded major 
benefits and the forecasts made last summer have been comfortably achieved. 
: The merger with Baker Perkins gives Britain world leadership in 
the supply of advanced process plant for the food and beverage industries. . 

: There is great scope for profitable growth and the benefits hould | 
me through strongly in 1988'"sir Ronald Mcintosh KCB, chairman. —— ks f ad 


APV BAKER PLC 


Process Plant for The World’s Food & Beverage Industries 
For a copy of our Annual Report 1986 please write to APV Baker PLC, Manor Royal, Crawley RH10 2GZ. 
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Not just another saint 


Sister Theresia Benedicta, a Catholic 
nun who died 45 years ago and whose 
name before she took the veil was Edith 
Stein, was a remarkable woman. Pope 
John Paul wants to make her a saint. Her 
beatification at a ceremony in Cologne 
on May Ist promises to be the most 
controversial part of the Pope's visit to 
West Germany. 

The daughter of a well-to-do Jewish 
family from Breslau (today’s Wroclaw in 
Poland), Edith Stein was a promising 


> A ae 2 
Born Jewish, died a martyr. 


(currently around 65%); of higher pay for 
workers in exporting firms if they im- 
prove efficiency; of more freedom for 
enterprise directors, making them less 
dependent on ministry orders. Mr Mujzel 
says the two-year-old bankruptcy law, 
thus far applied to only nine enterprises 
(“about 100 would be a more justifiable 
figure"), should be properly enforced; a 
proposal to allow mixed enterprises with 
the government controlling 51% of the 
capital should be enacted. 

Most economists agree that even these 
changes will work only if they are accom- 
panied by political reforms. By this they 
mean, in particular: greater power to 
workers’ councils and the Sejm; a new 
voting law (multiple candidates in at least 
local elections); and equal rights for the 
state, co-operative and private sectors of 
the economy. Without these concessions, 
most Poles—those who will have to pay 
for the economic reforms in temporary 
unemployment and lower real wages be- 
fore things start to get better—will not 
support them, 

Resistance to these ideas comes from 
much the same sort of people as are 
resisting Mr Gorbachev's changes in Rus- 
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philosopher, and an atheist, before she 
became a convert to Catholicism. She 
entered the Carmelite convent in Co- 
logne in 1933, when she was 42. In 1938 
she sought refuge from Hitler's regime 
by moving to a convent in Holland, but 
the Nazis caught up with her after that 
country's occupation in 1940. She was 
arrested in August 1942 and a few days 
later was transported to Auschwitz in 
Nazi-occupied Poland, where she died in 
a gas chamber around August 9th. 

The process of her beatification, the 
half-way stage to full sainthood, started 
in 1962. Since few miracles were attribut- 
ed to her—miracles are one condition for 
beatification—the Vatican's Congrega- 
tion for the Causes of Saints opted for 
the other possible path. In January this 
year Edith Stein was found to be a 
martyr for the Catholic faith possessed of 
the four "cardinal" virtues (prudence, 
justice, fortitude and temperance) and of 
the three "theological" ones (faith, hope 
and charity). 

The idea that Edith Stein is a martyr 
for the Catholic faith has upset many 
Jews. They argue that she was killed in 
Auschwitz not in odio fidei (out of ha- 
tred for the faith), but because she was 
Jewish. If she was a martyr, she was a 
Jewish martyr, like the millions of other 
Jews who perished under Hitler. 

In response, the Vatican points to the 
circumstances in Holland in the summer 
of 1942, when the deportation of Jews 
from that country was just beginning. 


sia: party apparatchiks, bureaucrats in 
the economic ministries, and (the reform- 
ers admit ruefully) many ordinary work- 
ers. Who, besides economists and mem- 
bers of the opposition, is in favour of the 
reforms? General Jaruzelski, comes the 
answer, favours at least some of them, as 
do several people in his Politburo. And 
then there is Comrade Gorbachev, whose 
name is on everybody's lips these days. 
“Should he stay on, if only for two years, 
and succeed, if only partly, with some of 
his reforms," said one sympathiser, **our 
hardliners will have to shut up. Should he 
fail, we're sunk." 

A document on the “second stage" of 
the reforms was published on April 17th. 
It contains pious proposals for decentrali- 
sation, more competition and the eventu- 
al elimination of subsidies. But on close 
inspection this “second stage” looks like 
being depressingly similar to the first, at 
least for the next few years. Some of the 
members of the Economic Reform Com- 
mission, which had prepared this docu- 


. ment, strongly criticised it for its timidity. 


That there has been some liberalisation 
in Poland is undeniable. The new Consti- 
tutional Tribunal, for instance, has been 


When Dutch church leaders, both Prot- 
estant and Catholic, protested against 
the deportations, the Nazi authorities 
Offered a “concession”: Jews who had 
been baptised as Christians would not be 
deported if the churches kept quiet. The 
Protestants did, and most of the Jews 
who had converted to Protestantism sur- 
vived. But in July a bishop's letter pro- 
testing against the deportation of Jews 
was read out in all Catholic churches. A 
few days later the Nazi round-up was 
extended to Jews who had become Cath- 
olics, including Edith Stein. In the Vati- - 
can's view, therefore, Edith Stein died as 
part of a reprisal against the church: she 
was a martyr in odio fidei. 

This line of reasoning has not gone 
down well with Jews. The Pope, though 
he wants Edith Stein to join the ranks of 
modern saints, is also anxious to soothe 
Jewish feelings. In 1980, during his first 
visit to West Germany, he said that ; 
Edith Stein had "shared the fate of her |. 
brothers and sisters to the end by affirm- 
ing her adherence to the Jewish people." 
Two months ago the Catholic church 
backed down over the matter of a small 
convent that Carmelite nuns had set up 
in 1984 on the site of the Auschwitz 
camp. Many Jews saw this as an attempt 
to “catholicise” what Jews regard as the 
uniquely Jewish tragedy of the Holo- 
caust. Now the convent is to be moved. 

This gesture has pleased Jewish opin- 
ion, but full Catholic-Jewish reconcilia- 
tion is still a long way off. For one thing, 
the Vatican has yet to give formal recog- 
nition to Israel, and seems to have no 
plans to do so 









successfully used to challenge certain de- 
crees, so much so that some lawyers have | 
hailed it as evidence of the authorities’ 
gradual “recognition of the supremacy 
the law". Nor, perhaps, has the last word - 
yet been spoken about the eventual shape _ 1 
of the economic reforms: “public discus- " 
sion" will provide a chance for criticism, 
and perhaps for changes, before the 
document is submitted to the Sejm. 

But so far progress can be measured ir 
inches. The government is unwilling or 3 
afraid to act boldly. The opposition is - 
divided or dormant. The hope that Po- 
land can emerge from decrepitude see 
distant indeed. 


EEC reform i 
Tomorrow's Europe 


FROM OUR BRUSSELS CORRESPONDENT 












Early in his first term, President Reagan | 

said he aimed to take Uncle Sam out of 
farming and leave it to those who did it 
best—the farmers. Now a group of se 
economists want to take Brussels out of — 
some bits of the EEC and let people who - 
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| Wanted: invisible hand plus EEC aid 


-know better run them. Well, up to a 
. point. In a report for the European Com- 
mission, published on April. 23rd, the 
group says that EEC institutions should 
‘concentrate on the things they can do 
‘more effectively than member-govern- 


ments on their own. 
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The group, headed by Mr Tommaso 
Padoa-Schioppa, deputy director-general 
of the Bank of Italy and a former top 
Eurocrat, presents a neat model for the 
development of the Community into the 
1990s. It is built round the declared 
priorities of creating competitive markets 
and monetary stability, to which the 
group adds two more: faster economic 
growth (4% a year would be nice), and 
the fair distribution of the gains that can 
be expected from the creation of a truly 
common market. 

One area where governmenfs should 
be allowed to do more is in income 
support for their farmers; this would help 
stop the common agricultural policy from 
gobbling up such a big share of the 
Community’s resources. The group also 
proposes raising the tolerance threshold 
for how much governments can subsidise 
national industries without falling foul of 
EEC rules. It would like EEC members to 
accept more of each other’s industrial 
standards, instead of having Community 
ones imposed on them. Governments 
should also be as free as a Community 
market without internal frontiers permits 
to set their own rates of indirect taxation. 
All this will go down well in most Com- 
munity capitals. 

But the group also favours stronger 
EEC powers in some specific areas—not 
least in monetary policy, where the report 


A dog’s life in Greece 


FROM OUR ATHENS CORRESPONDENT 


Greeks have been dog-owners since the 
cave-dwellers of Mesolithic times first 
decided that wolf puppies were more 
useful as pets than as supper. Since the 
young cubs would eat practically any- 
thing, experts think they were given the 
contract to clean up scraps and bones 
from messy floors in exchange for food 
and shelter. 

“The relationship was strictly busi- 
ness," says Mrs Linda Collins Reilly, an 
American scholar who is'doing research 
into the dog’s life in. ancient Greece. 
Excavations show that early hunters 
caught young wolves for food, since the 
bones are marked with tell-tale gastro- 
nomic incisions. Later skeletons of dogs 
show marked changes in the jaws, teeth 

` and skulls as a result of domestication. 

All that was happening roughly 10,000 
mie ago. The utilitarian relationship 

tween man and dog still survives in 
Greece. Pet-loving foreigners are often 
outraged to see animals in Greece aban- 
doned to die once they have outlived 
their usefulness. Brigitte Bardot, in a 
scathing "open letter to the Greeks", 

. recently deplored the way modern 
Greeks treat their animals. Greek dogs, 
she said, are ‘skeletal, famished, reject- 


ed, beaten, crushed, ousted victims of a 
cruel and uncaring population". 

Greek dogs have not always been 
scraggy. Thanks to the historian Xeno- 
phon, much is known about hunting dogs 
in classical Greece (though not enough 
about the relationship between man and 
dog). In his treatise on hunting, written 
about 400 Bc, Xenophon lays down strict 
standards of appearance and perfor- 
mance for hounds. Masters are urged to 
give their dogs short, snappy names—by 
Greek measures—such as  Lailaps 
(Whirlwind), Phylax (Guard), even Hy- 
bris (Arrogance). 

Research into ancient sculpture, fres- 
coes, vase illustrations and literary texts 
has allowed Mrs Reilly to identify three 
main breeds of dogs in classical Greece: 
the Laconian hound, a short-haired ele- 
gant hunting dog, the size of a saluki, 
with small upright ears and a thin wind- 
ing tail; the Molossian dog, built like a 
mastiff, and suitable for guarding sheep; 
and a largely unnoticed white lap-dog 
with pointed nose, short legs and a fluffy 
sickle-shaped tail, 

According to Mrs Reilly the lap-dog is 
shown playing or jumping with children 
on a series of painted vases from Athens 











calls for moves towards the creation of a 
European central-banking system. It also 
argues that progress towards integrating 
national markets requires tougher EEC 
powers to enforce the rules on fair com- 
petition. And it says the Community will 
need more control over how the benefits 
of a freer internal market are spread 
among countries and regions: the report 
argues that the invisible hand of the 
market is likely to accentuate present 
regional imbalances and create new ones. 
Hence the need for a steep rise in Com- 
munity resources destined for backward 
or declining regions. 

How should the Community's budget 
be financed? Mr Padoa-Schioppa and his 
colleagues call for a system that links each 
country's contribution to its wealth, with 
only small upward and downward devi- 
ations permitted. There would be a safe- 
guard mechanism whereby those grossly 
overcharged would recoup the excess. 
Rich countries which got much more back 
than they paid in would have to reimburse 
the difference, but poorer members in the 
same situation would be allowed to keep 
the money—provided they spent it on 
policies approved by the Community. 

Not everybody will agree with the Pa- 
doa-Schioppa report. Indeed, one of the 
group's seven members—Mr Jean- 
Claude Milleron from France—dissented 
from its main conclusions. 


in the fourth century BC. The relation- 
ship between man and dog was not 
strictly utilitarian throughout Greek his- 
tory. Mrs Reilly has identified grave 
decorations of dog-lovers with bas-re- 
liefs showing the portrait of the dead 
man and his dog. 

Then, of course, there is that touching 
scene in Homer when Odysseus returns 
to Ithaca after wandering for 20 years. 
He is first recognised by Argos, his 
elderly hound, who, having wagged his 
tail, expires. Modern Greeks might well 
reflect on this example of devotion and 
love between Greek dogs and their 
masters. 
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With Petrobras, you’re not all alone out there. 


You can count on Petrobras. 
From the very first steps 

in prospecting up to the 

most highly specialized petro- 

chemistry, one of the 

world's largest companies, 


Petrobras, is on your side. 

Utilizing the experience 
and advanced technology of 
its subsidiaries, Braspetro and 
Brasoil, the most complete 
range of services in the 





oil business is placedat your of works and services, training 
disposal by Petrobras. and technical assistance. 

And that includes Call on Petrobrás. 
project development with the — Ifoilis your business, you're 
means for finance, planning, not alone. 
management, execution 


ØA PETROBRAS 
bd 





Unstoppable 


Brazil, which keeps tripping over its own feet and banging into 
he international financial system, seems set nevertheless to 
stride clumsily forward into the twenty-first century. Two years 
after its fragile democracy was born, amid the rapture depicted 
above, Robert Harvey reports on the world’s youngest and most 


awkward giant 


Brazil is the unstoppable colossus of the 
south; a major regional power already; 
the first big third-world country knocking 
on the door of the club of developed 
democracies; and a potential United 
States in the next century. 

Those might seem extravagant claims 
to make as its club-footed economy trips 
and stumbles in spectacular fashion: its 
latest economic blueprint, the Cruzado 
Plan, has just gone disastrously wrong. In 
an attempt to steady itself, Brazil is taking 
action over its huge external debt which is 
unsettling even steel-nerved international 
bankers. 
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Yet, after more than a decade of watch- 
ing, heart-in-mouth, for a fall, this corre- 
spondent is convinced that Brazil’s long- 
term prospects are glowing; that its very 
bravado is one of the main reasons why it 
can look forward to the future much as, 
say, the United States did in the 1890s. If 
this view is right, then foreign bankers, 
investors, potential migrants and, not 
least, governments ought to be looking at 
Brazil as carefully as their precursors did 
at the United States in its early maturity. 

This survey will argue that Brazil has 
reached major-power adulthood, al- 
though not yet the responsibility—and 


caution—of middle age. This is best illus- 
trated by a quick trot through statistics 
which are familiar to Brazilians, although 
all too little known to outsiders, who view 
the country as a tropical, carnival-loving, 
economically slapdash, semi-authoritar- 
ian Latin American republic. 

Brazil is the fifth largest country in the 
world, after Russia, Canada, China and 
the United States. Its 8.5m square kilo- 
metres take up a touch under half of the 
whole Latin American continent, cover- 
ing a land area comfortably bigger than 
all of Western Europe. It has a popula- 
tion of 135m, the sixth largest in the 
world, behind China, India, Russia, the 
United States and Indonesia. With a GDP 
of around $280 billion, Brazil is the eighth 
largest economy in the West. Its GDP is 
just over half that of Britain, but about 
$50 billion more than Spain, its nearest 
rival, and about $100 billion more than 
Australia, the runner-up in the southern 
hemisphere. 

Among developing countries, Brazil is 
already number one. It produces around 
$80 billion more than India. East Asia’s 
stars—Hongkong, Taiwan, Singapore, 
South Korea—are export-oriented states, 
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each with a GDP that is a fraction of what 
Brazil produces for its internal market. 
Brazil's output is more than four times 
those of Africa's giants, South Africa and 
Nigeria, and twice that of Saudi Arabia in 
the Middle East. Mexico is Brazil's only 
challenger among Latin American coun- 
tries—and then only laggardly, with a 
GDP of around $130 billion. 

Brazil's steel production is the seventh 
largest in the world, and a quarter of that 
of the United States; Brazil is the world's 
ninth largest producer of cars; the second 
largest producer of iron ore and the 
eighth largest producer of aluminium. In 
agriculture, Brazil ranks among those 
right at the top: it is the world's largest 
coffee exporter, accounting for a third of 
world output; it is the second largest 
soyabean producer, behind only the Unit- 
ed States; it is the world's biggest sugar 
producer, ahead of Cuba, and the second 
biggest cocoa producer. More surprising 
still, it is the third largest corn (maize) 
producer, behind the United States and 
China, and the second largest cattle pro- 
ducer, behind only India. 

Brazil's position in the league tables is 
worth recalling because it is so often 
overlooked. Much more striking, howev- 
er, is the speed with which the country 
has developed. One of President Sarney's 
closest, and most detached, advisers 
points out that there have been two spurts 
of economic growth: the first between 
1948 and 1961, when average growth was 
around 776 a year, before the country 
lapsed into economic chaos and political 
paralysis; and the second between 1968 
and the debt crisis of the early 1980s, 
when growth averaged 8.9% a year. 

He believes that the period beginning 
in 1984 (economic growth has averaged 
7% over the past three years) may mark 
the beginning of a third 15-year boom 
which could carry Brazil into the ranks of 
the developed countries by the end of the 
century—Mr Sarney's stated ambition. 

Certainly that postwar record must fi- 








nally lay to rest the old view of Brazil as a 
boom-or-bust commodity producer. That 
view originated in the sixteenth "century, 
when sugar boomed, opening up the 
country’s north-east; sugar dwindled as 
an export earner over the next couple of 
centuries when faced with fierce competi- 
tion from the West Indies. Gold came 
next, being discovered in the southern 
state of Minas Gerais in the eighteenth 
century. 

As the gold ran out, coffee took over, 
accounting, by the middle of the nine- 
teenth century, for half of Brazil's export 
earnings. By the end of the century Ama- 
zon rubber was all the fashion, symbo- 
lised, as John Ure’s masterly, fascinating 
account of the development of the indus- 
try in his book “Trespassers on the Ama- 
zon” (published by Constable at £10.95) 
puts it, by the rubber barons’ extrava- 
gances: "their opera house at Manaus; 
their wives' Parisian clothes; their Portu- 
guese tiled houses; their Havana cigars; 
their laundry being sent to Europe (the 
Amazon water was deemed to taint the 
whiteness of their linen suits)". The boom 
fizzled out when an English botanist 
smuggled a shoot from an Amazon rub- 
ber tree to Malaya, where it thrived much 
more cheaply than in Brazil. 





The height of ambition: the Itaipu dam 


This exotic, boom-or-bust picture 
haunts Brazil. It always seems to be an 
economy with great expectations that are 
never fulfilled. This survey will argue that 
from being a single-crop plantation soci- 
ety with a small population (there were 
only 4m people when the country gained 
its independence in 1822), Brazil has 
transformed itself into a major industrial 
power with as solid a foundation of infra- 
structure and internal markets as most 
developed countries and with an ability to 
export that exceeds most Pacific-basin 
countries. 

Thistransformation has been masked by 
theunorthodox way in which these success- 
es have been achieved and by the awesome 
economic problems the country now faces. 
There is a big danger, too, in Brazil's 
growth-before-social-improvement phi- 
losophy; and the whole achievement rests 
on à political structure that is as frail as a 
spiderweb now that the army has with 
drawn, not before time, into the back. 
ground. For all that, Brazil has enough 
national identity and social cohesion, this 
correspondent believes, to make it not just 
a second-rank power behind the United 
States and Russia, but also one of the most 
interesting and different places of the 
twenty-first century. 
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Superboy... 


... could with time and luck grow into Superman 


What are the things that make the big 
countries of the industrial West take an 
outsider seriously? The first two have 
already been touched on: size and popu- 
lation. Brazil has both, and will have 
more of both, for there is plenty of virgin 
territory outside the Mato Grosso and the 
Amazon waiting to be opened up, and 
even these two inhospitable regions have 
large reserves of things Brazilians want, 
including minerals and oil. 

Brazil’s population, too, will grow to an 
estimated 180m by the year 2000. Its 
growth rate has slowed down from about 
3% in the 1970s to about 2.1% today and 
may fall as low as 1.7% by the end of the 
century. The pressure of people on re- 
ources should thus start to ease in the 
iext few years. This reflects the move- 
ment of Brazilians from the countryside, 
where birth rates are high, to the cities, 
where they are much lower. In 1960 55% 
of Brazilians lived in the country and 45% 
in the cities. Today 72% live in the cities 
and 28% in the country. 

Population size provides a kind of im- 
portance; it can also be a drag on a 
country's natural resources and so helps 
to explain Brazil's search for the third 
ingredient of national success, economic 
growth. For some countries, the fourth 
element in economic success may be à 
large internal market which can generate 
demand, particularly. when exports are 
slack. This Brazil also has: only around 
$23 billion worth of goods, or under a 
tenth of Brazil's $280 billion GDP, goes 
abroad in exports (and only around $10 





as 
Coffee is no longer king 
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billion worth come in as imports). The 
rest of the economy consists of Brazilians 
providing goods for themselves—because 
of protection, not always efficiently. 

A fifth ingredient of success is a diversi- 
fied and regionally based economy, so 
that if there is a slump in demand for one 
good in one part of the country, the slack 
can be taken up in demand for other 
goods in other parts of the country. 
Brazil's switch from commodity exports 
has done the trick: its exports of primary 
products (over $10 billion last year) were 
more than outstripped by its exports of 
industrial products (over $13 billion). 

Brazil has a pretty wide shop-window 
of agricultural goods to sell abroad, in- 
cluding coffee, worth around $21 billion 
in 1984; soyabeans worth $1.7 billion; 
cocoa worth $700m; grain worth $400m; 
orange juice worth $700m; meat worth 
$700m; iron ore worth $2 billion; and 
tobacco products worth $420m. 

Brazil now also sells the world around 
$2 billion-worth of cars and parts; $830m 
worth of machines; $670m-worth of elec- 
tronic equipment; $2.7 billion-worth of 
metallurgical products; $1.5 billion-worth 
of chemical products; $1.4 billion-worth 
of footwear and leather products; $700m- 
worth of oil derivatives; and $1.1 billion- 
worth of wood, paper and cellulose. Few 
developing countries can boast such a 
range. 

A sixth milestone in development, par- 
ticularly in a country as huge as Brazil, is 
a modern infrastructure. Some of the 
projects, like the Sao Paulo-Santos high- 
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way, the superb $4 billion Rio Niteroi 
bridge, the international airports at both 
cities (although why must the Brazilian 
airline announcers in both sound like 
Marlene Dietrich the morning after?) and 
the Sao Paulo (although not the Rio) 
subway, were long overdue and were, if 
anything, inadequate. Others like the 
country's internal road network are of 
more doubtful value. The government's 
commitment to communications is hardly 
in doubt, even if it sometimes gets things 
wrong. 

The seventh and eighth characteristics 
of developed countries are more nebu- 
lous: national identity and, linked to it, 
the kind of society which pulls together 
and is not always fighting itself. Brazil has 
both of these qualities in abundance. The 
sense of identity, unusual in the new 
world, stems from a splicing of African 
and Portuguese cultures. This allows 
some Brazilians to claim that theirs is the 
only developed African nation. The mix- 
ture is evident in their writing: Machado 
de Assis, Brazil's best nineteenth-century 
writer, was a mulatto; the African-based 
samba is a national obsession for all 
classes and colours. Brazilian music, visu- 
al arts and, now, films (*Pixote", a mod- 
















































"rn Twist, and "Kiss el f the Spider- 
/oman", a political thriller-turned-mor- 
ity-tale) a are distinctive and are making 


_ Brazil also has political cohesion— 
= which is astonishing for a country with so 
E. many divisions, geographical, racial and 
d social. This cohesion was evident in the 
_ way Brazilians stoically put up with what, 
. in its last days, was the discredited and 
E _ incompetent military dictatorship of Gen- 
- eral Figueiredo, and also in the moderate 
= way in which they voted after it fell: at last 
_ November's election, the avowedly left- 
. of-centre parties polled only 20%. 
Three explanations for this steadiness 
- may be ventured. First, Brazil's very 
geographical diversity makes it, like the 
" - Bra States, a land of opportunity: if a 
—. Brazilian is fed up with his lot, he does 
b not start a revolution but goes to try his 


E foung country in a hurry 


E Brazil is home to developmental” eco- 

‘nomics, a school of thought which holds 

at all traditional economic goals should 

. be subordinated to one—economic 

- growth. In practice, many things have 

one wrong; but enough have gone sur- 

ingly right for the Brazilians stub- 

bornly to refuse to abandon their rush for 
. growth. 

. Developmental economics were the 
or rainchild of Getulio Vargas, a kind of 
cross between Mussolini and Roosevelt, 
. who wrenched Brazil out of the torpor 
which followed the great depression of 
th e 1930s with a programme of crash 
- industrialisation spearheaded by corpo- 
. fatist state companies. When the econo- 
. my overheated, Vargas was toppled by 
" th e army, which then, however, reverted 
to his policies while helping itself to some 
oft e proceeds. When the economy over- 
hi eated again, the army withdrew and 
; argas returned; but his high-handed 
olitical methods led to an imminent 
coup, which was pre-empted by his own 

‘Suicide in 1954. 

_ His successor, Juscelino Kubitschek, 
_ proved more developmentalist still. He 
created Brasilia and bankrupted the 
é | economy in the process, yet left office on 
a wave of popularity following his deci- 
to thumb his nose at the Internation- 
al Monetary Fund. A conservative with a 
G Groucho Marx political style, Mr Janio 
Qu adros, came to power in 1961 and 
sought the backing of the army to impose 
? . austerity on Brazil against the howls of 
the pork-barrel politicians in congress. 
He resigned, expecting to be brought 
. back to power by the army. Instead, the 
A . soldiers dumped him, allowed his silly, 
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luck elsewhere. Second, Brazil’s blacks, 
who are at the bottom of the pile in Brazil 
(social standing in Brazil can be guessed 
at pretty accurately by the shade of a 
man’s skin) dominate the country’s cul- 
ture, which makes their lot somehow 
more bearable while the ease of intermar- 
riage makes it improvable. Third, Brazil's 
economic growth, while not improving 
everybody’s lot, has offered hope to ev- 
erybody. Until recently, anyway. 

These three features explain the one 
characteristic that can be described as 
truly Brazilian: their laid-back, unpom- 
pous, informal approach to life. Brazil- 
ians do not stand on ceremony, like their 
Spanish-American counterparts; they 
prefer to go tieless, to clap their friends 
on the back, to live it up at feijoadas, and 
to talk big, like Americans. Sometimes 
they talk too big. 


Obsessed with growth 


populist, cowboy vice-president, Joao 
Goulart, to take over and make a hash of 
the economy, and then moved in to seize 
power for themselves. 

Brazil’s best economist, Mr Roberto 
Campos, was sent for to impose the 
necessary austerity. He also put into place 
an ingenious system of indexation whose 
main purpose was to allow the creation of 
the credit deemed necessary for develop- 
ment without letting inflation rip. Wages 
were cunningly indexed to the average of 
past and “expected” inflation, which in 
practice meant they rose more slowly 
than inflation. 

Brazilian growth resumed and the 
brakes were let off by Mr Campos's arch- 
developmentalist successor, Mr Antonio 
Delfim Netto. This was the era of great 
projects like the Trans-Amazon highway, 
the Itaipu dam and Brazil’s nuclear power 
stations. In 1973, Brazil grew by an amaz- 


Export rush 





Sources: Central Bank; Bank of Boston 
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ing 13. 6%. By 1974 the programme was 


in modest trouble, as a result of an over- 
expansion of the money supply. The trade 
balance slid into the red. The first oil 
shock came as a big blow, increasing the 
cost of imports by 120%. 

Brazil's newly chosen military presi- 
dent, General Ernesto Geisel, dispensed 
with Mr Delfim and replaced him with the 
less exuberant Mr Mario Henrique Si- 
monsen. The new minister decided to 
tackle the crisis in two ways. First, 
through a modest programme of social 
reform, he tried to defuse some of the 
tensions that were emerging from the 
breakneck development of the boom 
years. Second, he tried to finance con- 
tinuing expansion through borrowing 
from the ready supply of international 
credit made available when the dollar- 
bloated oil producers banked their gains. 

The National Development Plan was 
born. Mr Marcilio Marques Moreira. 
Brazil's present ambassador in Washing- 
ton and one of the country’s best middle- 
of-the-road economists, puts it this way: 

Borrowing can be interpreted as the post- 
ponement of the taxation the OPEC countries 
had levied in the oil crisis, a postponement 
financed by the commercial banks with the 
very dollars deposited with them by the oil 
exporters from the proceeds of their 
taxation. 


Brazil’s borrowing in 1974 was equal to 
the total new debt Brazil had accumulat- 
ed from the beginning of the nineteenth 
century to the year 1972; by 1979, $40 
billion had entered the country, 85% as 
loans and 15% as equity. The money was 
borrowed on floating, but low, interest 
rates and put into investment projects 
that, on average, were expected to gener- 
ate a healthy 15% rate of return. Mr 
Marques Moreira defends the decision to 
borrow thus: 


Although there were errors of judgment, fc 
which Brazil paid a high price, the decision 
to grasp the only concrete post-world war II 
opportunity to attract massive resources that 
would allow her to pursue a programme that 
would modernise her fragile industrial base 
and consolidate her economy's infrastruc- 
ture appears to have been the right one at 
that moment . . . I think that future genera- 
tions of Brazilians would one day condemn 
her leaders if they had failed to take the 
opportunity that presented itself. 


The main priorities for investment were: 
@ The consumer goods industries. 

@ Massive import substitution in steel, 
petrochemicals and fertilisers. 

@ Oil substitution. The main features of 
this were: Brazil's dotty gasohol pro- 
gramme; an inadequate search for off- 
shore oil, of which more later; and the 
giant hydro-electric projects of Itaipu and 
Tucurui. 

€ Communications, including the rail 
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When you've got to fly 
to Brazil,only VARIG 
makes the going easy. 


When you're suddenly faced with flying 
to Rio, you need an airline that will fit in with 
your schedule. 

With more non-stop flights than any 
other airline and a total of 25 flights a week 
from Europe, VARIG provides top service for 
the businessman. 

Coupled with in-flight cuisine that has 
won the coveted Air Transport World award, 
you can appreciate why VARIG is called *The 
most elegant way to fly." 

So, when you've got to go to Brazil, 
you've got to go VARIG. 
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USE “SENHOR’ 


TO TAKE YOUR 
MESSAGE 
TO BRAZIL 


The only business, economic, and 
political weekly in Brazil that 
reaches 125.000 decision makers in 
both public sector and private 
enterprises (Circulation 50.000). 
The modern editorial approach 
and intelligent reporting in 
SENHOR make it the 
most invaluable source 

of information to those 
who shape the future of Brazil. 
Principal articles reprinted from 
THE ECONOMIST(*) appear in every issue 
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Campos pulled back, Delfim expanded, and Funaro tried the impossible 


and subway networks in Sao Paulo and 
Rio and the opening up of Brazil's interi- 
or with roads. 

Some of these investments were to 
stand Brazil in good stead: about $10 
billion of the country’s $13 billion trade 
surplus can be traced back directly to 
hem. They transformed the country’s 
xports. Coffee accounted for 44% of 
Brazilian exports in 1965; two decades 
later, industrial goods accounted for 67% 
of exports. . 

The 1979 oil shock upset all calcula- 
tions. Besides doubling the cost of oil, 
interest rates shot up and commodity 
prices fell. But borrowing was still avail- 
able abroad, and Mr Delfim, who had 
been recalled to the planning ministry 
from exile as ambassador in Paris, put his 
foot on the economic accelerator again. 
During this reckless period, the govern- 
ment sent teams headed by Mr Delfim 
abroad to borrow money supposedly for 
state projects, but often in practice to 
finance the buying of oil and to cover 
interest payments on the debt. 

Matters got so out of control by 1980 
that the government shot into reverse, 
throttling the economy. In three years 
Rrazil’s GDP per head fell by 11%; infla- 

n, which had been escalating danger- 
vusly to 110%, fell back below 100%. 
The outgoing military government stag- 
gered on to congressional elections in 
November 1982 and then sought an emer- 
gency $25 billion rescue package from 
Brazil’s creditors. The International 
Monetary Fund stepped in to inspect the 
books and give advice. 

Brazil was asked to meet specific tar- 
gets on inflation, the public-sector deficit 
and the external account. This it failed to 
do. When the IMF got tough, the Brazil- 
ians stopped paying the debt principal, 
although not the interest, coming due. 
However, the position was eased by the 
astonishing turnaround that Brazil 
achieved in its trade balance: by 1984 this 
had jumped $13 billion back into the 
black, thanks to a 70% devaluation of the 
cruzeiro in real terms, the collapse of 
internal demand in recession-hit Brazil 
and the coming-of-age of many of the big 
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investment projects. Mr Delfim slammed 
his foot on the accelerator again. 

At this stage, politics creeps into the 
picture: in 1984 General Joao Figueire- 
do’s military government was so unpopu- 
lar that the succession was wrested from 
its nominee in the hand-picked electoral 
college by the main opposition candidate, 








Tancredo Neves. He died before he could 
come into his inheritance. Mr José Sar- 
ney, his vice-president, lacked the au- 
thority to do anything but continue the 
dash for growth, which had run at 4.5% in 
1984. 

Thanks to a policy of rapid devalua- 
tions, the trade balance stayed healthy; 
but “imported” inflation—that is, higher- 
priced imports—plus a surge in govern- 
ment spending pushed the rise in prices to 
the dizzying height of 225% in 1985. The 
IMF, which had even been given an office 
in the presidential palace by General 
Figueiredo—a massive affront to Brazil- 
ian pride—had by now reverted to the 
role of helpless spectator. The economy 
grew at the highest rate in the world that 
year—by 8.3%. By early 1986 the central 
bank reckoned that inflation could hit 
800% that year. Mr Sarney was in desper- 
ate trouble, and desperate measures were 
called for. 


Please stop the world 


But the economy would not play ball 


Three main measures were set out in the 
Cruzado Plan, decreed in February last 
year: a freeze in prices; the ending of 
indexation; and the knocking of three 
noughts off the Brazilian currency unit, 
the cruzeiro, to create a new one, the 
cruzado. The aim of all three was to break 
Brazi's “inflationary psychology” 
through what the plan's main architect, 
an economics professor, Mr Francisco 
Lopes, called a “heterodox shock" (in 
contrast with the “orthodox”, monetarist 
shocks practised in countries like Chile). 

Inflation did, momentarily, stop dead 
in its tracks: prices actually fell in March 
1986. Mr Sarney's popularity, crawling 
along at a 36% net disapproval rating 
soared to a 68% approval rating in the 
polls. But the government failed to freeze 
either wages or government spending. 

Night followed day. Wages in real 
terms had already gone up by 15% in 
1985. For 1986, the government decreed a 
15% increase in the minimum wage—at a 
time of frozen prices—and awarded an 
8% pay bonus for other workers. It also 
promised to reintroduce indexation for 
wages each time inflation rose in multi- 
ples of 20%; the labour minister argued 
that this provision was safe, because infla- 
tion would never reach such levels again. 
Altogether, real wages rose between 15% 
and 20% last year. 

Government spending also soared. On 
its narrowest definition (and the Brazil- 
ians have plenty) the public-sector deficit 
went up from a modest 1.4% of GDP in 
1984 to 3.9% in 1985, dropped to 2.5% 
last year and is expected to run at 8% this 


year. On a wider definition, this year's 
"operational" deficit, which does not 
take account of the dampening effect of 
indexation, will be around 14% to 15% of 
GDP. The increase is being caused by 
greater state spending on investment pro- 
jects as the freeze on the prices of their 
products and services will require extra 
subsidies. 

What followed was, first, a massive 
2396 real increase in demand as workers 
spent their wage increases on price-frozen 
goods: industries suddenly found them- 
selves working at full capacity. Products 


intended for export were switched to the — 
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internal market and imports flooded in. 
Meat and a variety of consumer goods 
disappeared from the shops. Airlines 
were booked solid for cross-Brazil 
holidays. 

A thriving black market sprang up, in 
which prices were anything but frozen. 
Unemployment among Sao Paulo work- 
ers, which had been at a record level only 
four years before, fell by 895 almost 
overnight; that further increased the bar- 
gaining power of the trade unions bidding 
for higher wages. Throughout 1986, in- 
dustrial militancy was on the rise. 

The drop in exports and the surge in 
imports hit the one thing that had been 
going right for the Brazilian economy: its 
trade balance. A surplus which was run- 
ning in January 1986 at around 16% 
higher than in the same month the previ- 
ous year, and 14% higher in February, 
turned to one running around 44% lower 
in October and 45% lower in November. 
Because the government had also frozen 


~ the exchange rate (although, inevitably, 


an illegal one sprung up in which the 
cruzado traded at around 70% less to the 
dollar), this problem did not automatical- 
ly cure itself, as in previous years. Even 
the fall in oil prices seemed unlikely to 
save Brazil from a too-modest increase in 
the trade surplus of $9.5 billion in 1986 to, 
at most, $11 billion this year. 

Then, to everyone's surprise, savings, 
instead of increasing, fell sharply, from 
around 25% to well under 20% of GDP. 
This was partly because Brazilians pre- 
ferred to buy up as many goods as possi- 
ble while they remained cheap; and partly 
because Brazilians were jolted out of 
their old habits of playing the money 
markets as the roulette wheel of indexa- 
tion had come to a stop. 

As the economy got increasingly out of 





control in 1986, the government refused 
to act before the November congressional 
election, which Mr Sarney won over- 
whelmingly. Within a week, he brought in 
the Cruzado Two, which allowed for 
some mini-devaluations of the currency, 
to try to help the balance of payments, 
and unfroze the prices of cars, beverages 
and tobacco, as well as pushing up the 
price of petrol. President Sarney's popu- 
larity plummeted to a net 22% disapprov- 
al rating, and angry crowds took to the 
streets. Even so, the measures were woe- 
fully inadequate. 

By December, industrialists, who had 
benefited initially from the surge in de- 
mand, were finding their margins 
squeezed by frozen prices and embarked 
on a campaign of civil disobedience, rais- 
ing their prices without permission. Presi- 
dent Sarney denounced these sober-suit- 
ed businessmen as “anarchists”, but did 
not prosecute them. Interest rates, in 
anticipation of hyper-inflation, went up 
to around 400% on an annual basis. 
Inflation in December was 15%; for 1987, 
the prediction was that prices would rise 
by anything between 100% and 300%. MI 
went up 290%; it was explained that this 
was not the government’s fault because 
people were cashing in their savings to 
buy, buy, buy. 

In the face of this calamity, Mr Sarney’s 
ministers played cribbage in the 
cardroom of the Titanic. The three main 
players were: Mr Dilson Funaro, the 
languid, detached finance minister who 
had once been a prominent business lead- 
er and has since been raising eyebrows 
among his old colleagues; a brilliant aca- 
demic economist, Mr Joao Sayad; and the 
labour minister, the good-looking, weary- 
before-his-time Mr Almir Pazzianotto. 

The main argument revolved around 


how to allow the country’s frozen prices 
to catch up with the real world. Mr 
Funaro favoured a single major realign- 
ment of prices followed by the reimposi- 
tion of price controls on a third of goods, 
mostly essentials like wheat and steel. 
Another third would be frozen at the 
discretion of state governments and the 
rest would be allowed to float freely. Mr 
Funaro’s hope was to defuse the inflation- 
ary pressure in a single, spectacular “big 
bang". Mr Sayad argued that prices 
would go up so fast under this proposal 
that Brazil might be catapulted back into 
its old hyper-inflationary mentality and 
that prices would accelerate in every 
succeeding month. Instead, he favoured 
allowing price increases of, say, 30% a 
month until the inflationary pressures had 
spent themselves. 

One of the advantages of the Funaro 
big bang would have been to trigger the 
gatilho, the wage indexation threshol¢ 
which allows for an increase if inflatio 
rises above 20%, only once. Mr Sayad s 
proposal would have done so several 
times. 

The minister of labour, Mr Pazzian- 
otto, showed every sign of rueing the day 
he thought up the gatilho: “There is a 
danger, if there is hyper-inflation, of the 
gatilho being triggered off like a machine- 
gun. Nevertheless, at the moment it is a 
law and must be fulfilled." But he admit- 
ted the government might seek to reform 
it. Mr Pazzianotto's solution was to seek a 
"social pact" with the principal trade 
unions in Brazil's hour of need, although, 
so forlorn were his hopes of getting one 
when he met your correspondent, that he 
would not even admit that this was his 
intention. 

Brazil was behaving, all too cussedly, 
like the free society it had become. Bra- 
zilian trade unions used to be cosy corpo- 
ratist arms of the state, set up under tl 
Vargas regime. No more. The two ma... 
union organisations, both concentrated in 
Sao Paulo, are the United Confederation 
of Workers (CUT), which claims around 
15m members, and the General Confed- 
eration of Workers (CGT), with around 
25m. The CGT is tied to the ruling party, 
the Brazilian Democratic Movement Par- 
ty; but under its leader, Mr Joaquim dos 
Santos, it is a tail that wags the dog. 

The cuT's general secretary, Mr Jair 
Meneguelli, is closely tied to the Work- 
ers’ Party led by the charismatic former 
leader of Sao Paulo's metalworkers' 
union, Mr Luis Inacio da Silva (Lula). 
The Workers' Party is socialist but not 
Marxist. Its hold over many of Sao Pau- 
lo's big industries is formidable, thanks to 
Lula's brave and fiery leadership during a 
series of strikes at the beginning of the 
1980s, when Brazil was still under military 
rule. The CGT cannot afford to be much 
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less militant than the CUT, fo 
losing members. 

The unions’ bottom-line demands were 
for a moratorium on the external debt 
and the scrapping of the inadequate price 
adjustments in the second Cruzado Plan. 
Poor Mr Pazzianotto had his work cut out 
in trying to persuade the unions to accept 
a much tougher measure of price adjust- 
ment in Cruzado Three. 

Unsurprisingly, he failed. At the end of 
February, Mr Funaro, over the protests 
of Mr Sayad (who resigned last month) 
and Mr Pazzianotto, freed most prices, 
although not by quite as much as he had 
hoped: most prices jumped by 30%. 
Strikes multiplied. Army units occupied 
the country’s paralysed oil refineries. The 
unions hoped that wage indexation would 
protect their purchasing power—at the 
cost of further fuelling inflation. 

Most people reckon that an historic 
opportunity was lost to forge a social pact 
with the unions when the first Cruzado 
Plan was introduced; such was the gov- 
ernment's popularity in the first days of 
controlled prices that wage restraint 
might have been made to stick. After the 
first success in reducing inflation, the 
price freeze could have been relaxed. 

In retrospect, the plan seems to have 
been an unmitigated disaster. One gov- 
ernment official says, "Most people knew 
it wouldn't eliminate inflation; but we 
thought a lower rate of 20%, 40% or 5096 
a year was possible. . . It seems that of 
the three priorities of full employment, 
growth and zero inflation, most Brazil- 
ians would opt for the first two". 

The Cruzado plan's architect, Profes- 
sor Lopes, blames its failure on the ‘‘ad- 
ministration of economic policy". He ad- 
mits that Brazil faces the prospect of 
150% inflation this year (or 450% if the 
wrong measures, in the professor's view, 

e taken). “Never in history has there 

‘en such a rapid deterioration.” Brazil, 
he concludes gloomily, started the new 
year “ten goals down". 

Few people expect Mr Funaro to sur- 
vive long as finance minister after he has 
taken the further unpopular measures 
needed to put Brazil back on course. The 
favourites to follow him are Brazil's am- 
bassador in Washington, Mr Marques 
Moreira, and a man who sends a chill 
down the spines of international bankers, 
Mr Celso Furtado, the present minister of 
culture and a long-standing advocate of a 
Brazilian debt moratorium. The appoint- 
ment of Mr Mario Henrique Simonsen, a 
former finance minister, would do most 
to reassure the bankers; but he says he 
does not want the job, and has been a 
scathing critic of the government's eco- 
nomic policies. 

The Sarney government still seems 
committed to one surprising view: that 
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economic growth must go ahead. In Janu- 


ary, President Sarney flatly reiterated 
that his goal was growth. Brazil, it is felt 
in official circles, could stand a fall in its 
annual growth rate from 8% to 6%, but 
not a rate much closer to Brazil’s annual 
population increase of around 2.1%. 

Mr Sarney’s industry minister, Mr Jose 
Hugo Castelo Branco, claims that Brazil 


The politics of debt r 


"Damn the bankers" is the New Republic's rallying cry 


Simple answers that capture the public 
imagination become attractive when a 
government makes a mess of things. For 
Brazilians to accept the dose of austerity 
needed to control their runaway inflation, 
the weak, unpopular Sarney administra- 
tion had to take radical action. The one 
action calculated to rally support around 
the president was to confront the coun- 
trys external creditors. On February 
20th, the government announced that it 
would suspend interest payments on the 
foreign commercial debt. “We are not”, 
said President Sarney in a television 
broadcast, “going to pay the debt with the 
hunger of the people." 

The moratorium was indefinite, and 
Mr Funaro has made it clear that he is 
seeking a long-term renegotiation on Bra- 
zil's terms, prompting fears among many 
bankers that, unless he gets his way, 
Brazil may go it alone, paying only as 
much as it thinks it can afford. The 
decision of the energy minister, Mr Aure- 
liano Chaves, to order Brazilian oil tank- 
ers out to sea the same weekend in case of 
Sequestration hardly reassured the 
bankers. 

The government's new policy on the 
debt has everything to do with rallying 
support among Brazilians, and less to do 
with Brazil's ability to pay. This year, 
even with a deteriorating trade balance, 
the Brazilians could probably have 


The albatross 
sedi foreign debt 
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‘has “a mission” to grow, and that tii 


country has so far barely scratched the 
surface of its huge internal market. If 
inflation is the price for growth, the 
government, after last year’s disaster, 
now seems prepared to pay it. “Back 0 
normal” was the sardonic comment of - 
one banker as inflation started to climb — 
vertically again in January. $ 





squeaked through on their internation 
accounts. The decline in the balance 
trade in manufactured goods is expecte 
to be made up by a harvest so plentiful 
that the minister of agriculture has had to 
bring in an emergency plan for c" 
excess grain, Cheap oil has also been a 


elp. 

At worst, Brazil's surplus could slip x 
from $13 billion in 1984, $12 billion in 
1985, and $9.5 billion in 1986 to around 
$8 billion this year. Mr Funaro reckons it 
is more likely to reach $9.5 billion, and | 
the rosy-cheeked central bank thinks it —- 
could be as high as $11 billion. Brazil - 
needs around $104 billion to pay the 
interest on its debt (technically, no princi- 
pal repayments are due on its commercial - 
debt this year). On the worst assumption, — 
Brazil would have to dip into its reserves 
to find some $21 billion. This could be 
troublesome, as foreign-exchange re- . 
serves have fallen from $9 billion to — 
around $41 billion (some people say the — 
true figure is closer to $2 billion). But the 
worst, in Brazil, seldom happens. 

Brazil's foreign government creditors, 
grouped together in the Paris Club and 
alerted by their ambassadors of the 
crunch the country is facing (one senior 
diplomat admits that the Brazilians ma 
go their own way on the debt problen 
and says this is the “central political issue 
in the country") have fallen over va 













EA 


Main Latin American debtors End-1985 





^, 
TTA 


a 
s 9 





T 


Ly 


— wards to be reasonable. The Club 


- falling due this year without insisting 


— leave the country in January. Other 


Ime Te VOTE ey 


12 SURVEY BRAZIL 


has rescheduled the $3.8 billion debt 


on an IMF programme (although the 

IMF will in practice quietly inspect the 
books at the end of the year). The 

Brazilians have flatly refused to al- 

low closer IMF inspection. 

The Brazilians also reckon they 
can count on some $2 billion in new 
money from the World Bank and the 
Inter-American Development Bank, 
which is being nudged by the Ameri- 
can treasury secretary, Mr James 
Baker, and others, to put up new 
money for development. The real 
problem has been the private banks, 
with which Brazil had hoped to con- 
clude a rescheduling agreement on 
debt falling due by 1990. America's 
Mellon bank had infuriated the Bra- 
zilians by refusing to reschedule their 
debts and was formally asked to 


. banks have up to now been bullied 
by their central banks into reschedul- 
ing, for fear that they would stand to 
lose the $75 billion or so of their 
money tied up in Brazil in the event 
of a deadlock. Now they are deeply 
reluctant to throw good money after bad. 

What all of Brazil creditors have 
overlooked is that the debt problem has 
become an increasingly political issue in 


- Brazil, and one which the Sarney govern- 


ment has seized upon to cover up its own 
mistakes. An increasing number of Bra- 
zilians right across the political spectrum 
question the principle of having to earn 
some $10 billion a year on the trade 
balance to pay interest on old debts 
incurred by an unconstitutional govern- 
ment. Brazil has paid out nearly $55 
billion in interest on the debt over the 
past five years—more than it borrowed in 
the first place. Imagine, say the Brazil- 
ians, if that quantity of money had been 
invested in Brazil. 

Beneath this grumble, there are a num- 
ber of sub-grumbles. Brazilians point out 
that their massive export effort is itself 

giving rise to protectionist feeling among 
the countries—particularly the United 
States—that are being showered with 
cheap Brazilian exports. Brazilians also 
point out that, with the huge potential 
avalanche of debt hanging over them, no 
banks, and few foreign investors, are 
stepping forward with new money to put 
into Brazilian industries for fear it would 
be swept away in a default or financial 
Brazilians make light of the threat that, 
if their country were to behave rashly 
over the debt, the world community 
would cut it off without a penny. “So 
what?" , they ask, “Brazil is hardly getting 
any new money anyway." And they say 
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that for a developing country to transfer, 
year after year, around 5% of its GDP and 
four-fifths of its export earnings to the 
developed world is unjust, as well as 
economically unsound. 

This correspondent, who has long been 
baffled by the good behaviour of the 
Brazilians and other debtor countries up 
to now, will confine himself to giving a 
bird's eye view of Brazilian opinion on 
the subject, across the political spectrum. 
For now that Brazil is more or less a 
democracy, public pressures are making 
themselves felt. 

Take, first and most predictably, the 
left. The Workers' Party leader, Lula, is 
in favour of an “indefinite moratorium” 
on the debt, followed by its repayment 
over a 20- or 30-year period at a much 
lower rate of interest. The two main 
union organisations, the CUT and CGT, 
back him. 

The only left-winger with a chance of 
winning the presidency, the outgoing gov- 
ernor of Rio de Janeiro, Mr Leonel 
Brizola, takes a more sardonic view. He 
considers that the debt was incurred 
through shady deals betwéen Brazilian 
economic interests and bankers engaged 
in “an orgy of irresponsible lending". He 
cites the example of Rio's subway, which 
cost some $2 billion to build. “Instead of 
paying the interest on this, it would be 
cheaper to pay 30,000 taxis to transport 
the subway users every day." 

Mr Brizola would set up an audit com- 
mission to look into how the debt was 
incurred and to uncover irregularities. He 
would then tell Brazil's creditors that the 
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country “in accordance with our pos- 
sibilities,” would pay a fixed percent- 
age a year of that part of the debt 
reckoned to have been legitimately 
incurred. He would also require 
fixed, low interest rates. 

Brazil also has a strong tradition of 
more conservative nationalists; the 
unofficial leader of these is the dis- 
armingly impish—but not less formi- 
dable for that—Senator Severo 
Gomes, a former industry minister. 
He wants to suspend all payments on 
the debt and enter into a govern- 
ment-to-government dialogue with 
the creditor countries. 

The aim of the talks would be to 
stretch out repayment periods and to 
reduce interest rates (Brazilians of 
all political persuasions return re- 
peatedly to the point that the debt 
was incurred at low floating rates of 
interest which were expected to stay 
low; in the past Brazil’s debt wa: 
incurred at fixed rates). The repay- 
ments would be fixed at a percentage 
of Brazil's exports, and would take 
account of such things as a sudden 
increase in the price of commodities 
like oil. 

What if the creditors refused? Mr Se- 
vero Gomes shrugs. Brazil would go its 
own way: 

There would be sacrifices by the people, but 

at least sacrifices for our country and its 

independence, not as they are today. We 
would get back the 5% of our GDP that is at 
present being paid out to our creditors. 

There might be some rationing, or maybe 

not. The people would understand. As it is, 

we are being treated by the industrial powers 
as Germany and Japan were not after the 
second world war. We're being suffocated. 

We're bleeding. 

What if the West imposed economic sanc- 
tions? “They need our trade, they're not 
mad. Sanctions never work." And if th 
seized Brazilian assets abroad? “If the, 
take a Varig [one of Brazil's main airline 
fleet], we'll help ourselves to a multina- 
tional over here. They won't do it." 

This is an extreme view. Mr Gomes 
has, however, helped to persuade his 
party, the Brazilian Democratic Move- 
ment Party (PMDP), Brazil's biggest, to 
adopt many of his views. The party's 
largest gathering to date, of all its con- 
gressmen and newly elected state gover- 
nors, approved a document in January 
which claims Brazil is spending seven 
times as much in interest payments as on 
social spending, and lambasts the debt for 
"having been largely unilaterally im- 
posed, illegal, with unsupportable inter- 
est rates, paid for out of the suffering and 
hunger of our people." The statement 
calls for “the suspension of part of the 
debt and the reduction in transfers to a 
fixed rate of GDP or foreign exports." 
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Strong stuff, coming from Brazil's major- is being “crushed” by the debt which is 


ity party. 

Brazil's minister of industry, Mr Cas- 
telo Branco, himself a director of three 
banks and a leader of establishment opin- 
ion, is hardly more restrained: 

As a banker myself, I look first for a debtor's 

capacity to pay and second for securities I 

can set against the debt; the international 

banks should have done the same when they 
were lending . . . Of course we will pay up 
to the limits within which we can . . . but it 

is madness that Brazil is a net capital export- 
er when we need foreign capital to develop 
our huge resources and our large internal 
market. If the creditors behave like a cartel, 
the debtors will have to behave like a cartel. 
Senior government officials privately con- 
cede that while Brazil has no desire to 
break with the international financial 
community, the banks must take into 
account Brazil's need for new money and 
should be prepared to offer a deal that 
reduces the country's interest spreads 
the amount the banks take in profit out 
vf the interest) from among the highest in 
the western world to at least the level 
achieved in Mexico's debt renegotiations. 

Mr Funaro's view is that: 

Recession and Brazilian effort alone are not 

a solution to any crisis. Some bankers know 

the effort Brazil is making. They know we 

cannot continue to make this effort. 


Brazil's President Sarney says his country 


AS 


. . . leading to recession and unemployment 
and affecting our capacity to grow. This 
policy weakens our leadership, worsens our 
social problems, threatens our institutions, 
affects law and order and consequently our 
democratic structure . . . our people have 
reached the tolerance point . . . Either we 
realise that the solution to the foreign debt 
problem is a task to be undertaken by both 
creditors and debtors, or we risk setting fire 
to the powder keg threatening the conti- 
nent... It is a miracle that the torch 
illuminating Latin America at the moment is 
that of liberty and democracy and not con- 
vulsion . . . we have opted for growth with- 
out recession without submitting ourselves 
to conditions that would force us to relin- 
quish our right to development. Brazil will 
not pay for its debt with recession, unem- 
ployment or hunger. 
Just rhetoric? Brazil has always come 
back to the table, although less readily 
than other debtors. Western bankers 
have long pooh-poohed this kind of talk. 
Diplomats in Brasilia take it more seri- 
ously than that. The emergence of a 
national political consensus should have 
been of concern to the bankers long ago. 
The simple, unifying issue of the debt is 
being used in Brazil as a way out by 
economists anxious to obscure their own 
failings and by politicians anxious to 
shore up what is still a fragile political 
system. 





Democracy in nappies 


The coming months will be crucial 


Brazil’s "New Republic", a democracy 
which has evolved largely by accident, is 
one of the most peculiar political hybrids 
in the world. It is run by an unelected, 
right-of-centre president who, two years 
ago, was a senior member of the civilian 
party, the Social Democrats, that was a 
constitutional figleaf for military rule. 
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Yet he is now nominally a member of the 
left-of-centre grouping, the Brazilian 
Democratic Movement Party (PMDB) 
which has an overwhelming majority in 
congress and controls 21 out of 23 Brazil- 
ian states. 

That party is considered a right-wing 
lapdog by Brazil's socialists—the Labour 


party, run by Mr Brizola, the Workers’ 
Party, led by Lula, and the Communist 
party—which were all soundly defeated 
in the general election of November 15th. 
A conservative president thus leans on 
the support of a left-of-centre majority 
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party to protect him from the extreme 


left. 

This correspondent recalls meeting Mr 
Sarney during the twilight of the military 
dictatorship. A shrewd political calcula- 
tor with a serious expression and a sober 
manner, he was then leading a group of 
defectors from the ruling Social Demo- 
crats to the opposition PMDB in the elec- 


toral college that would choose the next 


president, in 1984. 


The college had been set up by the - 


army and was stacked to ensure that, 
after 20 years of military rule, the next 
president would be handpicked by the 
outgoing General Figueiredo. The army, 
however, chose such a lamentably unsuit- 
able candidate in Mr Paulo Maluf that Mr 
Sarney and others threw their lot in with 
the veteran Mr Tancredo Neves, a cheer- 


ful, honest, wizened politician of the 


centre, supported by the PMDB. His selec- 
tion, with Mr Sarney as his vice-presi- 
dent, deflected the massive popular pres- 
sure for a direct presidential election. 

Mr Neves died on the eve of taking 
office and the improbable Mr Sarney 
stepped up. His accession was made pos- 
sible by a decision by the PMDB's veteran 
parliamentary leader, Mr Ulysses Gui- 
maraes, not to press his claim—or that of 
his party—for the top job, or to agitate 
for immediate direct presidential elec- 
tions. Lacking charisma and authority, 
Mr Sarney struggled through his first year 
as a kind of cuckoo president, imposed 
upon another party. It did him little 
personal good, however. The right-of- 
centre party he originally came from was 
trounced in November's congressional 
and state elections: the Brazilian Demo- 
cratic Movement Party won 225 seats in 
the 559-strong congress, compared with 
136 for Mr Sarney's conservative Liberal 
Front Party and its smaller allies. After 
the collapse of the Cruzado Plan, his 
position is still weaker. 

His authority has been ebbing steadily. 
When “Cruzado Two", the second set of 
unpopular economic measures, was de- 
cided upon last November, the president 
consulted only Mr Guimaraes in order to 
secure PMDB support. This created such a 
storm among party members that a full 
meeting of the party and its kingpins, the 
governors, had to be convened to secure 
approval for this year's austerity 
measures. 

Mr Guimaraes is the link between the 
president and the majority party in con- 
gress. Tall, slow-worded and tortoise-like 
in appearance, he is president of his party 
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Fragile link: Sarney and Guimaraes 


as well as of congress and the assembly 
now writing a new constitution. His policy 
has been to behave so reasonably that 
Brazil's fidgety army will be denied the 
Opportunity of staging another coup. 
Rather than press for direct elections 
immediately, he preferred to wait for the 
new constitution, which would set a presi- 
dential term; at the end of this, in due 
course, there would be a direct election to 
pick a successor to Mr Sarney. 

The key issue is how long due course is. 
Both Mr Guimaraes and the outgoing 
governor of Sao Paulo, Mr Franco Mon- 
toro, the kingpins of the PMDB, are in 
their 70s, and are thought to favour an 
early election. If a four-year term is 
chosen, a presidential election would take 
place as early as next year. If six years, as 
Mr Sarney wants, he will be something 
less of a lame-duck president—but Brazil 
will continue to be run by a man who was 
not popularly elected. Mr Brizola, the 
Outgoing governor of Rio and the govern- 
ment’s most dangerous critic, is scathing 
on this point: 

This is a transitory presidency. Sarney had 

an important historic mission to lead us to 

the promised land, out of captivity in Egypt. 

Instead he has stopped to worship the Gold- 

en Calf. His only legitimacy was in being 

transitional. 

Mr Brizola believes that Mr Sarney 
should have presided over a constituent 
assembly over the past couple of years, 
then held direct elections this year. In- 
stead Mr Sarney has been trying to sort 
out Brazil's problems, to disastrous ef- 
fect— "controlling inflation by decree, by 
signing a paper. Bang, inflation ends. It 
couldn't work, because he lacked the 
authority.” 

Mr Brizola and others fear that, losing 
Support, Mr Sarney may have to depend 
upon repression to impose austerity— 
which could lead him to depend on the 





army. This is a touchy subject in Brazilian 
politics. The soldiers’ peaceful withdraw- 
al from power and their comparatively 
humane human-rights record during their 
last years in power (under the repressive 
General Medici in tHe late 1960s, the 
army was a lively innovator in torture) 
have left a less sour aftertaste than in, 
say, Argentina. There have been no calls 
for those who committed human-rights 
violations to go on trial. 

But the vigour with which the army 
suppressed criticism and strikes is well 
remembered by the left. Few Brazilians 
doubt that the soldiers would step back 
in, given the opportunity. We'll wait for 
the politicians to make a mess of things; 
then we'll come back", said a young 
Brazilian army major. The army's contin- 
ued interest in politics finds expression in 
its elite think-tank, the Escola Superior 
da Guerra. So sophisticated is the politi- 
cal debate within the army that in 1974 a 
kind of general election among several 
hundred senior officers was held, which 
put the (relatively) liberal candidate, 


Always present, always watchful 


General Geisel, into office. 

Yet the economic collapse of the 1980s 
badly dented public respect for the armed 
forces. Among senior officers there 
seems no desire to step back into the 
political spotlight. Rather, the soldiers 
want to act as the bottom-line defenders 
of Brazil's institutions. This at least is the 
wish of the .constitutionalist army chief, 
General Leonidas Pires. Brazil's other 
top soldier, General Goes Monteiro, who 
heads the Supreme National Council of 
Security, the main intelligence service, is 
said to be tougher. 

The government's left-wing critics view 
with suspicion the decision in January by 
President Sarney to revive the Council of 
Economic Development, set up by a 
previous military government, which will 
include not just the economics ministers 
but two top generals. Mr Sarney's pur- 
pose seems to be twofold: to get the 
backing of the top brass if tough action 
has to be taken—thus, while ostentatious- 
ly consulting them, making it difficult for 
them to criticise him. 

The army's role in suppressing last 
December's general strike has also been 
observed with raised eyebrows. In Sao 
Paulo, the state police, under the order of 
the central government, stood aside while 
the soldiers pushed past the picket lines at 
a steel mill. In Rio, the army was out on 
the streets in tanks, supposedly to thumb 
its nose at the man the generals most 
dislike, Governor Brizola. 

A Brizola presidency is considered the 
event likeliest to provoke a military coup 
in Brazil. Mr Brizola, questioned on the 
subject, is teasing. He claims that he has a 
"love-hate relationship" with the army 
(most people consider the love to be 
missing), which he claims, is “the back- 
bone of the nation". He suggests that Mr 
Sarney's disastrous economic policies are/ 
leading Brazil towards a military cou 
suggestion that brought an instant rabt 
from the army chief, General Pires,/Mr 
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Brizola seems iost to be i 
the nationalism of his old martial Séver- 
sary. The low salaries of senior officers— 
a colonel with 35 years service earns 
around $22,000 a year—may be radicalis- 
ing officers, and certainly makes them no 
lovers of the well-heeled private sector. 

The role of the armed forces is one of 
the principal points being debated in the 
constituent assembly which first met on 
February Ist. A large section of the ruling 
party, the PMDB, is pushing for a constitu- 
tional change which will limit the army’s 
role to that of defending the nation from 
external, rather than internal, threats. 
Under military pressure, this proposal is 
not expected to pass. 

There is a range of other thorny issues 
to be debated in the assembly: 

@ A commission set up under an eminent 
jurist, Mr Afonso Arinos, to produce a 
constitutional blueprint has reported 
'ack to the president that it favours 
‘riting a 40-hour working week, “just” 
pay rates and the right to strike into the 
constitution. The first two proposals 
could be wildly expensive for industry. 
@ Many congressmen want Brazil to set 
aside sectors of the Brazilian economy as 
"market reserves", from which foreign 
competition would be banned. This 
would probably draw retaliation from 
abroad. 
€ More sensibly, the commission has 
proposed that the tussles between presi- 
dent and congress be resolved by setting 
up a mixed European-style political sys- 
tem. Specifically, a directly elected presi- 
dent would share power with a prime 
minister responsible to parliament, as in 
France. A German-style electoral system 
would be introduced, under which half of 
congress would be chosen through party- 
list proportional representation and half 
through single-member constituencies. 

If the Brazilians opt for such a system, 
wey will be heavily diluting Latin Ameri- 
ca’s tradition of a strong presidency— 
which is tempting to putschist generals 
and demagogues alike—and maybe mak- 
ing a leap towards democratic maturity. 
Brazil's previous attempts at democracy 
have foundered on the clashes between a 
powerful executive and a free-spending 
congress; a system of closer tcc 
could prove more manageable. 

Many people believe that Brazil may 
soon evolve away from its American-style 
personality-and-patronage politics (a 
kingpin president and powerful governors 
who more or less run the state congress- 
men), towards more ideological parties. 
The left of that great umbrella party, the 
PMDB, may join up one day with Lula’s 
Workers’ Party and Mr Brizola's Labour 
Party; already Mr Brizola is wooing Lula 
for his support in the presidential elec- 


tion. On the right, a former conservative 
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to be pushing the untried governor of Sao 
Paulo, Mr Orestes Quercia, as a presiden- 
tial hopeful with the backing of the 
PMDB's conservative wing. 

The hardening of Brazil's democracy in 
the mould should be interesting to watch. 
Some fear, however, that it could be 
knocked over first. In early December, 
following the second Cruzado plan, a 
mob materialised from nowhere in Brasi- 
lia, that most sterilised of capitals, and set 
off down the ministerial avenue, demon- 
strating in front of the finance ministry, 
then setting fire to several cars and loot- 
ing shops farther down, while the presi- 
dent attended Mass across the road. 

Official Brazil, which had never seen 
anything like that before, was shocked. 
The capital, with its wide avenues, is 
easily policed; it seemed astonishing that 


+ bi oe 2*1 


"retient; Mr Janio Quadros, now seems a riot of the kind that might based in Sa 









Paulo could happen there. The Workers’ - 
Party was thought by its opponents to be 
behind the trouble, although others sug- 
gested that far-right agents provocateurs — 
had a hand in it, f 
There are those who fear that, as the — 
economy deterioriates and tough mea- 4a 
sures have to be taken, the constituent - 
assembly could find itself deliberating — 
with angry demonstrations taking place - 
outside, and be pushed into adopting a D 4 
more radical constitution than it would — 
prefer. Almost certainly the army would - 
then step in, spelling a premature end to — 
Brazil's hopeful democratic experiment. | 
The next year will be crucial to the — 
establishment of Brazil's democracy and 
its claim to be mature enough to take its — 
place among the world's politically devel- 
oped nations. 


Revolution in the fields 3 


Taking from the idle rich and giving to the poor 


Agriculture, or rather land reform, has 
long been a political cauldron in Brazil. 
The Sarney government came into office 
pledged to an ambitious programme of 
redistribution of land from those unwor- 
thy wealthy farmers who leave their acres 
lying fallow to the landless poor. The 
reform ran into tough opposition from the 
landlords, which has slowed it down to 
walking pace. 

Now it seems to be speeding up again. 
Clashes between the landless, moving 
onto farms and then being pushed off 
them by gangs hired by the landowners, 


have been widespread, with many lives. 


lost. The minister for agrarian reform, Mr 
Dante de Oliveira, claims that such clash- 
es had been frequent, but unreported, 
before the reform was introduced and are 
now in any case beginning to taper off. 

In Brazil, everything is big, and the 
scale of the reform is ambitious by any 
standard. The plan is to expropriate 
around 107m acres, an area the size of 
Spain, and to settle around 1.4m families 
(7m people) there. The idea is to boost 
the small proportion—currently 3.2m 
people of the 12.6m who work on the 
land—who own economic farms. At the 
moment, Brazil has around 300,000 big 
landowners, 3m agricultural workers, 2m 
smallholders who are pressed to make 
ends meet, 3m people with slightly larger, 
more viable farms, 2m seasonal workers 
and around 2m who appear to derive no 
living at all. 

A timetable was drawn up under which 
150,000 families would receive their prop- 
erties last year, 300,000 more this year, 


(m 
PF- 
landowners fight the expropriations — 
through the courts and resort to strong- | 
arm methods; but it is speeding up. E 
The government has set up a points 
system to determine the value and size wi È 
a property. Any property worth under 
600 “points” is exempt from the reform. 
Compensation is paid on property values | ER 
that are based upon (usually understated) |. 
tax returns made by landowners. If a farm — 
of over 600 points is being fully utilised, it — 
is reckoned to be a “rural enterprise", not 
a "latifundia" and therefore exempt from 
land reform. If land is lying idle, it is up 
for grabs. £ 
The landlords complain that Brazil, 
with its enormous tracts of empty land, is - 
hardly a suitable case for what Mr Oli- - 







Land grab 
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450,000 in 1988, and 500,000 in 1989. The (83) Number of beneliciary families, ‘000 |} 
operation is well behind schedule, as x 
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veira calls “the most revolutionary land 






reform programme ever undertaken in 
peaceful, democratic conditions". The 


- minister replies that where there is land, 


_ there are no people, and where there are 





— people, there is little land. Some 45% of 


the land being expropriated is in the 
north-east, where some 600,000 families 


. are to benefit, although as many as 


107,000 families should benefit from the 


- redistribution of 17,000 square kilometres 


in Sao Paulo state. The best new empty 
part of Brazil now being opened up is in 
the south-west, relieving the pressure on 
land in the south, but too far away to 


— affect the north-east. 


Mr Oliveira's other priority is to try to 
reduce the number of uneconomic small- 


— holdings of 25-30 hectares or below by 


making credits available for farmers to 
buy each other out, and by encouraging 
the pooling of resources—such as tractors 
and fertilisers—between them. Adding a 
touch of revolutionary zeal, the bushy- 


- bearded Mr Oliveira claims he is trying to 


increase the "'collectivist spirit" in farm- 
ing—which makes him even less palatable 
to the landowners. 

Unlike many agricultural reforms in 


_ other countries, this one does not seem to 


have damaged production. This year the 
country is set for a record harvest: the 
crop of corn, rice and soya is expected to 
top 62m tonnes, compared with an annual 
average of 50m tonnes over the past 


— decade, with corn rising by 21% since 
- 1986, to 28m tonnes, beans by 21% to 
. 2.7m tonnes, soya by 19% to 16m tonnes, 


sugar by 5% to 272m tonnes, rice by 4% 


. to 11m tonnes. Only manioc, up 1% to 


27m tonnes, and cotton, down 13% to 2m 
tonnes, are expected to lag. 

Apart from good weather, one expla- 
nation for this success is the way that well- 
off farmers have stopped playing the 


.. money market during the past year, and 
. ploughed their profits back into improv- 
_ ing the land. Also, more money in Brazil- 


ian pockets has led to a surge in demand 
for food—and many farmers responded 


_ by temporarily withholding produce from 
_ the market, adding to a shortage which 


‘caused meat virtually to disappear even 


: from the tables of the rich. 


The government is on sounder ground 


_ in trying to get the country's system of 


agricultural support changed. At the mo- 
ment, huge quantities of money are wast- 


E ed as the government buys from produc- 
. ers at guaranteed prices and sells cheaply 


to consumers. The wheat subsidy is reck- 
oned to cost $1.4 billion a year, the sugar 
subsidy some $500m. The minister of 
agriculture, Mr Iris Rezende, who is 
himself a farmer, is thinking of issuing 
bread and milk coupons to the poor, 
while allowing other prices to float up to 
their proper market value. The govern- 


ment last year bought some 2m tonnes of 
cut-price wheat from Argentina, at a cost 
of $110m, in an attempt to force Brazilian 
producers to be a little more competitive. 

Brazil’s other perennial headache has 
been its policy of promoting export crops 
at the expense of crops for the domestic 
market. Between 1967 and 1977, there 
was a 13% rise in the production of 
export crops, compared to a 1.7% in- 
crease in food for the domestic market. 
Mr Rezende is seeking to put this right by 
pushing for self-sufficiency in rice, wheat, 
beans and milk. He has plans to increase 
grain production over the next three years 





to around 72m tonnes. An ambitious 
system of rural credits, costing some $2.7 
billion, will be used to encourage farmers 
to produce for the home market. 

Soil-improvement programmes are de- 
signed to bring the barren Mato Grosso 
plateau into production. In the north- 
east, ambitious irrigation schemes are 
under way. Finally, a south-north “grain 
railway” is being built, running all the 
way from Goias to Brasilia to the port of 
Sao Luis, linking the country’s grain- 
producing areas with the export markets 
of Europe and North America—if these 
are not entirely closed by trade wars. 


The good, the bad and the 


expensive 


In industry, the Brazilians think big and sometimes fail spectacularly 


The biggest myth about Brazil’s industrial 
“miracle” is that it is an example of free- 
market economic development. In fact, 
the country’s economy is one of the most 
state-dominated outside the Soviet block. 
The military men or politicians who run 
the government and the men who direct 
the bureaucracy and major state enter- 
prises are extremely powerful. Some 60% 
of Brazilian industry is in the hands of the 
state, while the multinationals and the 
local private sector divide up the rest. 

Both grumble bitterly about the way 
the state creams off 70% of the country’s 
savings; yet domestic savings form only a 
part of the capital used for the country’s 
growth. Much of the rest comes from 
borrowing abroad, a debt which, the 
planners believe, will one day be re- 
deemed when productive investment 
comes on line. 

That is fine, when the investments 
indeed turn out to be productive. Many 
have been. But the trouble with a centra- 
lised economy, as Soviet planners have 
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found, is that appalling mistakes can b. 
made. A glance over the recent big in- 
vestments shows the duds and the jewels: 
€ The biggest mistake of recent times 
was certainly the failure of Petrobras, 
Brazil's giant state oil company, to em- 
bark on à big programme of oil explora- 
tion during the 1970s, to reduce the 
country's mushrooming import bill. Bra- 
zil being the size it is, it was only a matter 
of time before oil would be found; and 
now, belatedly, it has been. 

Instead the country embarked on a 
ruinously expensive programme to substi- 
tute alcohol for oil. The best things that 
can be said about this programme are that 
it created a lot of jobs and that this source 
of renewable energy can be set against a 
day when oil prices hit the stars again 
(gasohol costs the equivalent of an oil 
price of $40 a barrel). Worse still, Petro- 
bras, which produces oil at around $18- 

a barrel, has to raise its prices artificia _, 
high to make the gasohol competitive, 
and—adding insult to injury—pay the 
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difference into a fund to offset the gov- 
ernment’s losses in the  gasohol 
programme. 
Ordinary Brazilians grumble that the 
uel (which comes in two forms, hydrated 
alcohol, which is pure, and anhydrous, 
which is four-fifths oil, one-fifth alcohol) 
is bad for their car engines. Yet around 
-  nine-tenths of cars now use the stuff. 
Petrobras’s misjudgment of those days 
is set out in a book by one of Brazil's best 
journalists, Mr Alberto Tamer: 
The production of oil was neither increased, 
nor the growth of consumption reduced. On 
the contrary, this continued to grow every 
year... while other major industrial na- 
tions revised their energy programmes . . . 
Brazil expanded as if there was no threat at 
all. 


He points out that while domestic produc- 
tion stagnated at around 170,000 barrels a 
day during the 1970s, consumption in- 
creased from 500,000 barrels a day in 
1970 to 1m in 1980. As a result of the 
OPEC price hikes, Brazil's oil bill went up 
from $280m in 1970 to $10 billion in 1979. 

trobras's response was to increase its 
»-ining capacity and reduce its spending 
on offshore exploration, while the gov- 
ernment's answer was to go all out for 
gasohol. 

Now that Petrobras has been looking 
for oil, it has found it. Production is 
running at around 600,000 barrels a day, 
60% of it coming from the Campos field 
off Rio de Janeiro. The country's reserves 
are estimated at 2.3 billion barrels. A 
major field, Albacora, just beyond Cam- 
pos in the deepest water ever to have 
been explored (1,165 metres), is reck- 
oned to have over 3 billion barrels and 
will allow Brazil's production to be dou- 
bled, making it self-sufficient in oil. 

In the Amazon basin, after 30 years' 
rather desultory searching, Petrobras is 
"very optimistic" about a big find at 
Uracon. A glance at Brazil's sedimentary 
basins suggests there are plenty of other 
places to look. Petrobras, which is housed 
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inside the biggest office block in Rio de 
Janeiro, a monolith shaped like a Rubik 
Cube, has been taken in hand by its new 
president, Mr Ozires Silva, the founder of 
the startlingly successful Brazilian aircraft 
manufacturer, Embraer. 

€ The Itaipu hydro-electric project was 
equally criticised in its time, although 
most people now reckon that the $15 
billion which will be spent on it altogether 
will be justified. It is, quite simply, the 
biggest hydro-electric plant in the world. 
Its dam, at 600 feet the world's highest big 
dam and at 5m cubic metres the world's 
largest, spews out a thunderous overflow 
from the 170 kilometres of dammed-up 
lake behind it. (Even this, however, pales 
by comparison with the natural wonder 
down the river, the spectacular Iguazu 
Falls.) The real work is done by the water 
flowing down huge pipes into six concrete 
turbines below the dam. Each turbine 
generates 700MW. Three more are to 
come on stream every year, up to a total 
of 18, with a peak capacity of 12,600Mw. 
The volume of concrete that was being 
poured into the dam each month while it 
was under construction was the equiva- 
lent of three times the concrete in Rio de 
Janeiro's Maracaibo football stadium, it- 
self the largest in the world. 

Four-fifths of the money for the project 
was put up by Brazil and one-fifth bor- 
rowed abroad. Itaipu is supposedly a joint 
project with Paraguay (around $3 billion 
of the construction costs have gone into 
the Paraguayan economy); yet that coun- 
try will use up less than half the output of 
one turbine at Itaipu. The rest will go to 
meeting Brazil's soaring energy demand: 
it already supplies a tenth of the total and 
by 1990 is expected to supply around a 
third of the surrounding area's needs. 
Hydro-electricity supplies around 30% of 
Brazilian energy. 

Mr Mario Bhering, president of Eletro- 
bras, Itaipu's parent company, points out 
that with the demand for electricity rising 
by 10% a year, Itaipu was less a farsight- 
ed investment than a dire necessity. The 
Tucurui power project, around a third of 
the size of Itaipu, is also expected to help; 
another dam is being looked at on the 
River Uruguay, between Brazil and 
Argentina. 
€ One obvious white elephant in the 
energy sector has been the country's 
nuclear programme, which cost $2.5 bil- 
lion and ended in only two of eight power 
stations being started, contributing an 
expensive fraction to Brazil's production 
of electricity. West German technology is 
being used for the reactors. 
€ Another state colossus long accused of 
wasting money, in consort with Brazil's 
huge construction lobby and the senior 
generals linked to it, was the National 
Roads Department. During 1972-82 there 
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network to around 1.6m kilometres, of 
which 45,000 are paved highways. The — 
programme ran out of money between - 
1982 and 1985, but that year received an | 
injection of $1 billion in new money to 
maintain the roads. Š 

The purpose of the programme, which 


is mapped on the next page, was less to 
bring roads to where the traffic was (Rio 
and Sao Paulo, to this day, remain a 
motorist's purgatory) but, as part of the - 
army's dream, to open up the Brazilian — 
interior. All Brazilian state capitals are 
now linked with paved roads—with the — 
exception of Rio Branco, which is shortly — 
to be connected to Porto Velho. The . 
Amazon roads are very poor in patches, 
particularly the jungle stretch between — 
Manaus and Porto Velho, and cost a lot. 
to maintain. E 
Mr Italo Mazzoni da Silva, planning . 
director of the National Roads Depart- — 
ment, admits frankly that the Trans- 
Amazon Highway is “not justified by the 
traffic, but by the decision to link the 
region with the rest of the country. There — 1 
is still very little traffic on it." He also says — 
that the Amazon river is good for cargo 
traffic, but argues that the road is much — 
quicker. E. 
The road system was meant to attract | 
migrants from the impoverished north- 
east in the Amazon to the south. “The — 
trouble is that it didn't happen. Instead, — 
200,000 southerners a year have been - z 
trekking up from the states of Rondonia 
and Rio Branco to settle in the western 
state of Acre.” d 
Mr Mazzoni da Silva is dismissive of the — 
environmental objections to roads being. ia 
constructed in the Amazon: "Anyone - 
who knows the size of the Amazon will 
know that one road isn't going to hurt it.” — 
The road agency's main priority for the 
future is a paved road running up from — | 
Manaus to join the pan-American high- 
way coming down from the north, which — 
to the chagrin of the Brazilians, is already — 
paved on the Venezuelan side. Overall, A 
the road network represents a massive 
Brazilian investment with extremely slow — 
returns. E: 
€ A successful project has been the iron 
ore mine, railway and port of Carajasin — 
the Amazon. This year the complex is — | 
expected to produce 35,000 tonnes a year — 
from reserves of 18 billion tonnes - 
(enough, it is said, to last to the year 
2500). Nearly $6 billion has beenspenton 
developing Carajas, the largest iron-ore 
project in the world. This treasure moun- 
tain also contains around 1.2 billion — — 
tonnes of copper, 75m tonnes of manga- | 
nese and 48m tonnes of bauxite. Ag 
€ A smaller, private enterprise projectin — — 
the Amazon has been the gold rush to — 
Sierra Pelada, which attracted around — 
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10,000 prospectors to mine around $1 
billion-worth of gold in four years. 

€ A second big railway to take iron ore 
from Minais Gerais to the steel mills of 
Sao Paulo had to be abandoned after $2 
billion had been wasted. 


Thinking as before 


Future big projects, on the scale of Itaipu, 
the road programme or the gasohol disas- 
ter, seem to be out for the time being. But 
that does not mean that Brazil's state 
industries have any intention of slowing 
down. Last year the government 
launched a “compulsory savings" pro- 
gramme of $8 billion for development— 
which is one and a half times the existing 
assets of the National Development 
Bank, the responsible agency. “We are a 
country that has developed enormously 
but still has huge potential for develop- 
ment," says the industry minister, Mr 
José Hugo Castelo Branco. ““We need an 
industrial base for our large internal mar- 
ket of 135m people... Our internal 
consumption is still very small." 

Mr Castelo Branco's priorities are to 
develop steel and aluminium production; 
to expand petrochemicals, paper, cellu- 
lose and fertilisers; and to increase car 
production from 1.6m units annually to 
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2.3m by 1995. He sweeps away doubts 
that this can be achieved. “In 1955 Presi- 
dent Kubitshchek set a target to increase 
steel production from 1m to 2m tonnes 
within five years. They said he couldn’t 
do it. He did, and today steel production 
is 23m tonnes.” 

One problem now being tackled is that 
of lifting the massive foreign debts in- 
curred by state companies like Eletrobras 
and Sidebras (the steel monolith) so as to 
get them on a firm financial footing. The 
government is taking over the debt, which 
seems reasonable, as these companies 
were used as convenient vehicles to cap- 
ture foreign loans. Eletrobras, for exam- 
ple, owes around 10% of Brazil’s external 
debt; the money was used, says its boss, 
Mr Bhering: 

To form the Figueiredo government's fam- 

ous financial packages . . . to capture mon- 

ey in Europe, mainly, and Japan, buying a 

certain amount of equipment and borrowing 

a parallel amount. The result was that the 

sector accumulated a debt bigger than was 

required and bought equipment at the wrong 
time, 


The turbines at Xingo for the Sao Francis- 
co hydro-electric project have not been 
used to this day. 

One of Brazil’s most booming state 


enterprises today is arms production, a $3 
billion export industry. The Urruta and 
Cascavel armoured cars are now being 
exported to the Middle East; Iraq has 
bought Astro rocket launchers. Other 
products include M-113 armoured person- 
nel carriers, Dodge VTE-M37 tanks, and 
Charruas (a kind of giant tank equipped 
with anti-aircraft guns, missile launchers 
and 155mm guns). A new type of vehicle 
for rough terrain, a spindly cross between 
an armoured car and a moon buggy, is 
now winning advance orders. 

Mr Castelo Branco argues that the 
private sector "must be the locomotive of 
Brazil's development”. Mr Sarney is ap- 
parently committed to "privatisation". 
This is happening to the marketing of 
coffee and to some shares in blue-chip 
companies like the steel producer, Vale 
do Rio Doce. A new road in Rio is also to 
be put out to tender to private companies. 
But any real shift to the private sector i 
likely to be slow in coming. 

Brazil's private companies, dependent 
on state patronage and unable to grow at 
the same rate as the money-printing pub- 
lic sector, nevertheless have been surpris- 
ingly resilient. An aircraft manufacturer, 
Embraer, which started in 1971 with the 
small Bandeirante passenger plane (400 
have been sold to date) and which recent- 
ly sold 120 Tucano trainers to the Royal 
Air Force, is now the sixth biggest aircraft 
manufacturer in the world. 

Embraco, a Brazilian compressor man- 
ufacturer, has gobbled up about 10% of 
the world market. Mr Roberto Marinho, 
a kind of Brazilian Rupert Murdoch, has 
created a newspaper and television chain 
that stretches to Europe. The more tradi- 
tional Mesquita family has built up a 
newspaper empire that includes the Es- 
tado do Sao Paulo. 

Car manufacture is the province of the 
multinationals, which have sunk arou 
$500m in investment into the count: y. 
The main companies are Ford, Fiat, 
Volkswagen and General Motors. Faced 
with rising labour costs and increasing 
competition, Volkswagen and Ford have 
decided to merge their operations in 
Brazil and Argentina. Ford's managing 
director in Brazil, Mr Wayne Booker, 
says that the two have "complementary" 
assembly lines; the hope is to set up a 
more automated production line. The 
joint company, Autolatina, will, it is 
hoped, produce goods worth $4 billion a 
year and will employ 77,000 workers; as 
the world's eleventh biggest car producer, 
it will have around two-thirds of the 
Brazilian market and a third of the Ar- 
gentine market. 

Sales of Fords in Brazil were up last 
year by 30-4095, and the increase might 
have been much greater but for a short- 
age of capacity, raw materials and a series 
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Even a continental country like Brazil 
has its key city, by which foreigners 
judge it. New York (not Washington) is 
the United States; London is Britain; 
Paris is France. Most people know Brazil 
by Rio de Janeiro, its one-time capital 
and now a pleasure city. They should 
turn their eyes towards Sao Paulo. 

To those accustomed to the capitals of 
developing countries, with their small 
skyscraper centres necklaced by slums 
and even to those used to the higher and 
wider skyline of Manhattan, the sheer 
scale of Sao Paulo is a surprise. The 
incoming aircraft takes the visitor over a 
massive sprawl of wood-and-tin slums, 
that dwarfs most others he is likely to 
have seen; then over industrial complex- 
es that stretch for several miles; then 
over dreary high-rise tenements like 
those of New York, only shabbier and 
more uniform; and then over hundreds 
of skyscrapers, built in separate clusters, 


' each a mini-metropolis in itself, connect- 


ed by crammed, space-age highways and 
underpasses. The Sao Paulo city-centre 
office blocks are by now tatty and grey 
compared with the glittering black glass 
and mirror exteriors of the soaring 
spheres and pyramids of the newer 
suburbs. 

It is, in many respects, a ghastly city, a 
nightmare of unplanned growth. 
Through Brazil's two economic booms, 
hundreds of thousands of impoverished 
Brazilians poured into Sao Paulo, found- 
ed initially on coffee wealth, and created 
its huge industrial base. Inadequately 
funded urban planners struggled in the 
rear to make the city tolerable. The 
Paulista middle class was swollen by 
Italian, Japanese and Arab immigrants, 
who came to make their fortunes. 

Sao Paulo today has a population of 
10m, while Greater Sao Paulo, which is 
the biggest urban sprawl in the southern 
hena here, has a population of 14m; 


SO EER emm eem 


this area of 30,000 square kilometres 
includes the industrial cities of Santo 
Andre, Sao Bernardo do Campos, Sao 
Caetano and Diadema (known as the 
ABCD towns). In the 1970s the city was 
growing by 500,000 a year and seemed 
set to reach 26m by the end of the 
century, a figure which has now been 
shaved to 22m. 

Name a problem, and Sao Paulo has 
it. There is the problem of transporting 
people to and from work, which adds up 
to about 15m journeys a day. Around 
9,000 buses carry 7m people: rush-hour 
buses carry double their capacity, leav- 
ing many passengers hanging on the 
outsides from the windows. The long- 
overdue subway and suburban railways 
carry around thm people a day—again, 
at double their capacity. Many people 
spend three or four hours a day travel- 
ling to and from work. 

Then there is the problem of housing. 
Nearly 2m people live in favelas (shan- 
ties) on the peripheria (outskirts). 
Around 130,000 live in shanties farther 
in. Around 600,000 live in corticos 
(slums). Only about a third of Sao Pau- 
lo's houses have drains and only just 
over half have piped water; around a 
tenth of the houses lack electricity; and 
more than half are unconnected to a 
paved road. An urban health report 
pointed out that "in general people 
make use of open holes, dry lavatories 
and septic tanks... and drink water 
from shallow wells, which are usually 
contaminated by the proximity of the 
open holes". 

Sao Paulo has an average of 4.5 square 
metres of green space for each inhabit- 
ant, compared to an international, rec- 
ommended minimum of eight. The in- 
fant mortality rate, which had been 
declining slowly until 1960, rose by near- 
ly half over the next 15 years. Sao Paulo 
has one of the highest murder rates of 
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any city in the world and, always up to 
date with its ailments, has one of the 
highest incidences of AIDS. The city has a 
truly appalling rate of industrial acci- 
dents: around 700,000 a year, affecting a 
quarter of all workers, three times the 
equivalent in the developed world. 

The price of an industrial revolution 
comparable to that of early Victorian 
Britain has been high. But Sao Paulo has 
become a powerhouse: it produces two- 
fifths of Brazil's industrial output, and 
Sao Paulo State produces more than 
half. Its GDP of $75 billion is second only 
to Mexico's in Latin America and ranks 
it among the 20 strongest economies in 
the West. 

The city has more than 290,000 busi- 
nesses; it also has one of the highest 
levels of German investment in any on- 
city, including West Germany, in th 
world; and it is the home of Brazil's 3~ 
private banks as well as 17 foreign banks. 
The city has three of Brazil's best news- 
papers, the Estado de Sao Paulo and the 
slightly racier Folha de Sao Paulo, along 
with a local Wall Street Journal, the 
Gazeta Mercantil. (Brazil's fourth broad- 
sheet is the Rio-based Jornal do Brasil.) 
There are three main weeklies, Veja, 
Visao and Senhor, and no fewer than 337 
radio stations and seven television 
stations. 

Sao Paulo, like New York, is divided 
into ethnic neighbourhoods—Japanese, 
Italian, Jewish, Korean and Syrian-Leb- 
anese. Like New York, though at a 
lower level, it has a thriving cultural life: 
there are 48 museums and 34 theatres. 
Music and plays thrive, while cafés and 
restaurants buzz with discussions about 
women's rights and herbal medicines. 
Sacred to the city, however, is the work 
ethic: office workers think nothing of 
leaving for work at 6am and staying on ! 
9 or 10pm at night. That, rather the 
economic management, is the explana- 
tion for the Brazilian miracle of the past 
40 years. 


Fun-loving 
By contrast, Brazil's second city, Rio de 
Janeiro, is an idler, its tenth of Brazil’s 
population producing 16% of the coun- 
try’s income. The city is not as badly 
planned as Sao Paulo: high-rises are 
crammed between mountain fingers 
stretching out to the sea. A new motor- 
way links these by tunnel where, until 
recently, only a paralysed, waterfront 
two-lane highway used to carry around 
240,000 cars a day. i 
To the north lies the industrial heart- 
land, the home of samba schools and the 
world’s biggest football stadium, the 
Maracaibo, leading down to the city’s 
dockland. In the middle lies the city 
centre, where ambitious skyscrapers 
mingle with what remains of the city’s 
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colonial past, buildings such as its lovely, 
French-style laranjeiras (orange grove) 
governor's palace. 

Farther south lie the fleshpots, the 
beach of Copacabana and the more ex- 
clusive beaches of Ipanema and Leblon, 
with their wall-to-wall carpeting of some 
of the best-endowed bodies in the world 
patched over with some of the smallest 
bikinis. It is easy to sneer at the skin- 
deep values of hedonistic Rio, the plastic 
surgery capital of the world; yet so many 
people, relishing outdoor, sun-loving, 
finger-tapping, samba-bopping life- 
styles, seem to be enjoying themselves. 

The dark side of Rio is its grimy north 
side and the shanties that cling like a 
weedy growth to the hillsides. Its crime 
tate, with around 3,500 murders last 
year, is nearly double that of New York. 
But where else in the world would the 
then state governor—the nearest thing 
Brazil has to a committed socialist— 
admit that, to have a good time, he picks 
up a helicopter for a ride to a deserted 
beach? 


The great mistake 

Sao Paulo is Brazil’s centre of private 
capital while Rio acts as headquarters to 
many public enterprises, such as Petro- 
bras, the state oil company. Government 
employees and foreign embassies had to 
have their arms twisted to relocate to 
Brasilia, the capital set up in the outback 
1,000 kilometres from Rio. Its builder, in 
the late 1950s, was President Juscelino 
Kubitschek. Its initial cost was some $12 
billion—more than the entire stock of 
domestic and foreign currency in the 
country when building began. The cre- 
ation of Brasilia was criticised then as the 
greatest mistake in the country’s history; 
there is no reason to revise that opinion. 

Brasilia is an example of overplanning 
that makes the visitor yearn for the chaos 
of Sao Paulo, The city has some of the 
worst examples of late 1950s modernism. 
A gauntlet of identical concrete blocks— 
Brazil’s ministerial Whitehall—runs 
down to the Congress building, a flat 
slab surmounted by two vertical slabs, 
with a giant saucer perched on one side 
of the roof and an upturned saucer on 
the other. This correspondent has long 
been curious about what happened to 
the rainwater in the saucer: did they let it 
out of a plughole at the bottom? The 
answer became clear from the window of 
a ministry that overlooks Congress: the 
saucer has a cover. Inside, the legislature 
looks worse than outside: its purple 
carpets, giant mirrors and loudspeakers, 
which broadcast the proceedings of the 
chambers to every corner of the build- 
ing, are like a German expressionist 
nightmare. 

Brasilia's cathedral, guarded by four 
gloomy Giacometti-style giants (the four 
evangelists) is a kind of glass wigwam. 
The city's newest adornment is a tomb 
for the great moneywaster, Juscelino, 
which looks like the Lenin mausoleum 
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laid out by the set designer of the film 
“2001”. A statue of the unhappy Jusce- 
lino is stranded at least a hundred feet 
high in a stone crows' nest, with no way 
down, waving for help. 

Yet Brasilia is not entirely devoid of 
architectural merit: the low-key, two- 
storey presidential palace, the Planalto, 
is pleasant and effective, although 
spoiled somewhat by the Flash Gordon- 
style plumed lancers that guard the 
place. And the foreign ministry, the 
Itamaraty, is a magnificent laid-back 
building, surrounded by moats and Hen- 
ty Moore statues, with a stylish empty 
interior, 

In the middle of this hangs a curved, 





Carnival in Rio 


circular staircase, with the effect of a 
ribbon in the wind. The building has its 
dangers for the tipsy politician or diplo- 
mat, however: the staircase has no rail, 
presumably for greater elegance, and 
there is a road through the interior of the 
building up to the first floor and down 
again, so one can be run down by a fast 
car in the corridor outside the permanent 
secretary's office. 

The rest of the city is awful. The 
pedestrian has no place in the giant up- 
and-under freeways. Brasilia is divided 
into sectors—a shopping sector, a hotel 
sector, a banking sector and so on—that 
make Britain's new towns look friendly. 
In the embassy sector countries vied with 
one another to build the most futuristic 
embassy, the British for once placing one 
of their modern architectural marvels in 
an appropriate place (unlike, say, 
Rome). 

The Brazilians mischievously put the 
American and Russian embassies next to 
one another, so the Americans put their 
entrance round the back, to stop the 
Russians peeping at their visitors. Brazil- 
ians who have to live in the city insist that 
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its relaxed, sterile life-style is preferable 
to the traffic jams of Rio and Sao Paulo; 
they say they enjoy the pleasant houses 
and country clubs around the city’s pol- 
luted artificial lake. 

Maybe. But Brasilia has failed in its 
aim of attracting Brazilians into the inte- 
rior: no industries to speak of have 
come, except those that must. There is 
no reason why any business should want 
to set up 1,000 kilometres from the big 
markets, on a barren Mato Grosso pla- 
teau good only for cattle. Less money 
could have been spent building a city 
nearer to the coast, to ease some of the 
unemployment and underdevelopment 
of the country’s poor north-east and the 
overcrowding of the rich south. 


Elsewhere 

Both these areas have their own great 
cities. The southern agricultural and 
mining heartland has Belo Horizonte, 
capital of the state of Minas Gerais, 
home to a succession of Brazilian presi- 
dents and to German settlers, and now 
one of the fastest developing industrial 
regions of the country. The north-east 
has the tragic land of the sugar planta- 
tion workers, whose descendants culti- 
vated the desolate sand-and-stone out- 
back of the sertao beyond the coast. It is 
the poorest part of Brazil and the main 
supplier of migrants to the south and 
south-east. There some 30m live in sub- 
sistence conditions on the land. 

Recently the government has poured 
resources into the main cities nearby— 
Belem, at the mouth of the Amazon, 
Salvador, Bahia, Brazil’s masterpiece of 
Portuguese colonial architecture, and ul- 
tra-modern Recife. The results are still 
mixed, but it does seem to make sense to 
try to bring industry and jobs to the area 
where Brazil's poor are largely concen- 
trated. For all its overpowering heat and 
humidity, the north-east is also closest to 
world markets. 

The alternative approach, and one 
favoured by successive governments, 
was to try to move the north-easterners 
into the underdeveloped interior, thus 
resolving both problems at once. It 
hasn't worked: the threadbare soils of 
the Amazon hothouse did not ease the 
plight of the 14m who made the journey 
there. The few hundred thousand who 
made the journey to Brasilia have found 
few permanent jobs, either, and idle in 
the shantytown that is just beyond the 
city's gaze. 

One successful move into the interior 
has been to the fertile lands of the centre 
west: it has attracted settlers from the 
already prosperous south, rather than 
the north-east. Brazilian governments 
may have to resign themselves to the way 
that people seem to prefer the over- 
crowded coastal corridor to the inhospi- 
table Amazon jungle or the drear Mato 
Grosso plateau which, between them, 
cover three-fifths of the country's land 
area. 
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two-day annual event for Europe's top executives. The objective is 
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business, economic, technological — in which European 
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policies required to assist both short- and long-term industrial 
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and challenges of tomorrow should be interested in attending. 
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2 that Brazil’s advantages as a source of raw 


economy are greater than its advantages 


as a supplier of cheap labour (Ford pays. 
; much. more than in 


around $5 


pex countries, howev- 

including thé one where his parent 
company is located, there remains a sus- 
..picion of Brazil's seat-of-the-pants eco- 
“nomics à 
debt problem does ‘not help either. This 
hat it is worth, be- 


ager is right: that 


et into the Brazil- 
ing opportunities 


offshore oil companies (Britain has the 
best offshore technology in the world, 
developed for the diminishing North Sea 
fields) which failed to show up at a recent 
trade fair to compete for Brazil’s huge 
opportunities in offshore oil production 
kick in the pants. Their behav- 
o typical of those who have 

sed what Brazil has become. 


< Low down the list 

-= The Cinderella of Brazilian priorities, 
trailing a long way behind its industrial 
development and agriculture, is social 
i ERA Penang on the social services 


disability pensions and sickness benefit, 

. dishes out around $3.4 billion in benefits 
< to around 10m people. The public health 
service has grown from a low base of 584 
“hospitals in all Brazil in 1970 to 16,749 in 
1983; but the increase in the number of 
beds available is less impressive, from 


354,000 to 534, 000, or around four per- 


housand people. 
Around half of Brazilians are aged 


1970. One of the most imagi 

~ schemes is that set up in Rio: 

_ the outgoing governor, Mr 
Cer 


latively developed . 


d its growing nationalism. The. 


care and sports as well as education—for 


he children from the overcrowded fave- 


as. By March 1986 some 500 such schools 


--had been set up, for a projected school 
population of 650,000. The aim was to get 


Rio's army of truant players—1m of the 
2.3m children between seven and 14 who 
are obliged by law to go to school—off 
the streets, where they do anything from 
bootblacking to mugging. The federal 
government has shown less interest in 


education and social spending. In housing 


... and staying inside a turtleshell 


Outsiders think that Brazil is not nation- 
ally assertive because it keeps such a low 
international profile. That is not the case. 
Brazil is.a quiet giant partly because it 
believes that its interests are better served 
thereby; partly because it is hugely self- 
confident; and largely because it depends 
so little on the outside world that it has 
become inward-looking, as the United 
States was in the 1930s. The country is, in 
fact, isolationist, using foreign policy as a 
tool of its economic interests and hardly 
ever addressing its regional political re- 
sponsibilities. One prominent Brazilian 
remarked that Brazilians “pity” foreign- 
ers: "They come from outside; they must 
be unhappy.” He was only half joking. 
Brazil is so strong that it does not worry 


about its immediate neighbours. “Brazil 


does not indulge in infantile rhetoric", 
said one senior diplomat haughtily. It 
spends just 1.5% of its GDP on defence, 
about half the average of its Spanish- 
speaking neighbours. In the nineteenth- 
century, it fought no fewer than seven 
wars—in 1811, 1816-20, 1825-28, 1851, 
1852, 1864 and 1865-70. Since then, apart 
from a token presence in the two world 
wars, Brazil has been at peace. 

The country's 17,000 miles of border 
were settled in a period of intense negoti- 
ation between 1902 and 1912. After that, 
Brazil pursued a policy of non-interfer- 
ence in the internal affairs of its neigh- 
bours, of quietly pushing the western 
limits of its undefined Amazon borders 
and of non-involvement in regional dis- 
putes. During the Falklands war, for 
example, Brazil pursued a policy of pas- 
sive support for Argentina, while con- 
tinuing to enjoy good relations with Brit- 
ain. In Central America, it has joined the 
"support group" behind thé Contadora 
countries, but has been reluctant to get 
more deeply involved, although a section 


^^ of domestic left-wing opinion has been 


pressing for this. 
Brazil has played up its African roots to 


 geton well with, for example, the Marxist 
: government in An ol 


while tetrainmg 


money available for lower catego 


ing construction. 

Roads and dams, it seems, come belo 
roofs and the alphabet. Mr Sarney has 
up a commission to examine Brazil's hu 
social problems. But this year; at lea 
little more money is likely to be availabi 
Will it ever be? ask the critics of. 
Brazilian model. The more money th 
spent on development, they say, the fu 
ther those at the back have to catch up. 


from joining in sanctions against. $ 
Africa (De Beers and An 
have big mining interests in. razil) 1 
zil has cultivated close relations 
Arab countries, born of the i 
bartered goods for oil in “oils 

has supplied arms to both sides in 
Iran-Iraq war. Brazil’s biggest re 
push has been to get on with. 

1985, during a visit by the Chines 
minister, Mr Zhao Ziyang, agree 
were signed to export Brazil 
steel, light aircraft, armoured ca 
iron ore to China. E! 

Mr Rubens Ricupero, a senio 
mat who is a close adviser to the 
dent, defines Brazil's foreign pol cy 
"being to create the external conditi 
politically and economically, which 
assist the viability of the developm 
process". He and others are critical of 
turtleshell diplomacy: 


It is incredible that a country. with. a G 
around $300 billion spends only $50m- 

on technical and cultural co-operation: 
other countries and the same on foreign aid. 
The hope for growth of the next few fears 
should give us the conditions to ful 
responsibilities in Latin America; “the Cari 
bean and Africa. 


Brazil is an observer, but nota meri 
of the Non-Aligned Movement. 

Yet Brazil's economic profile. in t 
third world is growing steadily. Brazi 
exports to Africa increased from $407 
1975 to $1.9 billion ten years later; and 
Asia, Australasia and th | 
from $1.3 billion to $4.6- 
same period. Brazil imports a little 
from each of these regions than it export: 
And Brazil is one of the few countri 
that gets one over the Japanese: it expor 
$1.4 billion-worth of goods to Japan; 
imports. $600m-worth. 

Brazilians say they want to increas 
their trade with Western Europe. Or 
top diplomat went so far as to say tl 
Europe is "now more competitive. 
many areas” than the United State: 
Brazil in fact increased its exports 
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Western Europe from around $4 billion in 
1975 to $8 billion in 1985, while buying 
fewer and fewer European goods—down 
from $4.2 billion to $2.7 billion over the 
same period. 

Brazil’s relations with the United 
States remain crucial, however. Brazil 
has managed to maintain a healthy trade 
balance with the northern giant, with its 
imports from the United States rising 
from $1.4 billion in 1975 to $4.7 billion in 
1985 while its exports surged from $2.8 
billion to $9.7 billion. Yet protectionist 
pressure against Brazil is strong in Ameri- 
ca, and it has not been helped by the way 
Brazilians protect their own markets. 
Brazil’s congress recently passed a bill to 
reserve the development of the air-freight 
industry to domestic firms; this was ve- 
toed by President Sarney. Another pro- 
posal to restrict mineral development is 
lying dormant in congress. 

Brazil and the United States are ex- 
changing veiled threats over such things 
as steel, textiles, videos and ethanol. The 
Brazilians claim that the Americans are 
moving towards protectionism because 
they are no longer competitive in a num- 
ber of areas—such as the aircraft indus- 
try, earth-moving equipment, some agri- 
cultural commodities and manufacturing 
components. 

It is on the subject of computer manu- 
facture that the two sides are spitting. The 
American view is that Brazil has chosen a 
“protectionist, state-driven, mercantilist 
mode! of industrialisation which hasn’t 
worked anywhere else in the world except 
Brazil because of the size of its internal 
market”. The Brazilians have passed a 
law to protect their nascent information- 
technology industry. At first the Ameri- 
cans challenged no fewer than 26 provi- 
sions of the law; agreement has now been 
reached on all but four. Yet, in January, 
probably in retaliation for the law, the 
Americans dropped their preferential tar- 
iff treatment on 28 Brazilian products. 

Although IBM has a $75m investment in 
Brazil, it is increasingly difficult for 
American firms to penetrate the Brazilian 
market for computerised banking and 
"third-wave" robotic technology, in which 
Brazilisinvestingheavily. This year Brazil- 
ian firms are expected to have around $2 
billion-worth of the country's $4 billion 
information-technology market. 

The United States still has a big slice of 
the foreign investment in Brazil—around 
a third ($8 billion), compared with West 
Germany's 13% ($3.3 billion), Japan's 
9% ($2.3 billion), Switzerland’s 8% ($2 
billion), Britain's 6% ($1.4 billion) and 
Canada's 4.5% ($1.1 billion). This high 
profile leaves the Americans exposed; 
but Brazil still complains that the Ameri- 
cans are investing too little in the coun- 
try's money-starved economy. 





Living with the strains . . . 


. . . Will not be easy, but it is not impossible 


Consider how little Brazil needs the 
world: the country's imports are a frac- 
tion of its GDP (around 5%) and half of its 
exports (around 10% of GDP) are used to 
service a foreign debt that most Brazilians 
consider only about a third legitimate. 
Consider, too, that Brazil has just turned 
democratic and retains a deep streak of 
nationalist populism. It is a young coun- 
try, with many pockets of appalling pov- 
erty and a large, self-reliant internal econ- 
omy and market. 

It is also a country with the self-confi- 
dence of a mini-superpower and with a 
chip on its shoulder about the United 
States. Brazil, too, has a track record of 
defying conventional economics in the 
past and sometimes getting away with it. 
Could all this add up to it taking spectacu- 
lar and unilateral action on the debt issue 
unless its creditors behave more amiably 
than they may be willing or able to? 

The danger clearly exists. Even’ if the 
worst were to happen, Brazil's isolation 
from the international community is like- 
ly to be short-lived, and its growth path 
only briefly interrupted. If the worst is 
avoided, Brazil is still in for a tough time 
immediately, although the government 
insists that, even if it squeezes Brazilian 
living standards, it will push ahead with 
development. 

This correspondent's guess is that Bra- 
zilian society is cohesive enough to with- 
stand the immense strains it is now living 
with, although its democracy could be 
endangered. A return to army rule would 
be a tragedy, because if Brazil really 
seeks to belong to the developed world, it 


will have to show that it is capable of 
sustaining a responsible democracy and 
of carrying out responsible economic pol- 
icies. Yet the big industrial economies of 
the West also have a part to play: if they 
want to welcome one of the most spar- ' 
kling and potentially important societies 
in the West into their ranks, they will 
have to offer to talk to Brazil about a 
once-and-for-all solution to the debt 
problem. 

Without a solution of this kind, both 
Brazil and its creditors will remain in a 
state of tension and uncertainty. The 
Brazilians have behaved so impulsively 
and irresponsibly, on both their econom ' 
and borrowing policies (although not, 1 
to now, over the servicing of their debt) 
as to have forfeited much sympathy 
abroad; the whingeing tone of their rheto- 
ric also grates. 

Yet the sheer size of their debt gives 
them considerable bargaining power, and 
is a reason why the West will have to take 
at least part of the rhetoric seriously. 
Brazil's best prospect of long-term devel- 
opment lies with the adoption of policies 
of harsh austerity combined with a long- 
term settlement on the debt. After that, 
western creditors could resume financial 
and equity flows on a much more modest 
basis than the crazy lending spree of the 
late 1970s. If Brazil's economy was to 
expand more slowly and steadily, this 
vibrant, attractive society could take time 
to look where it was going. For the sake 
of Brazil and of its creditors, may they all 
make the concessions needed to avoid 
collision. 
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*About $5 billion, at current exchange rate for 
the European Currency Unit. ECU is based on an 
average of all European Community currencies 





Why does a 


D billion ECU'company nee 
hd partners anyway? 


Stated bluntly, European com- projects that no single European 
panies need to export products to company — or even country — could 
survive. achieve alone. 

And to succeed in worldwide Like Concorde, Airbus, Ariane, 
markets, Europeans have learned and tomorrow, the Hermes Spaceplane. 
they must work together. As prime technology architect 

Our commitment to partnership on these and other programs, 
is even symbolized by a common Aerospatiale knows how to make 
currency —the ECU. partnerships work. 

Nowhere have the advantages Now we'd like to reach out beyond 
been more dramatically illustrated Europe. 
than in aerospace. And prove partnerships can work 
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Foreign tradeisoneof foreign business. works the whole time 
Lloyds Bank's specialities. If exporting is your with you, for you, on 
Nothing more natural, business, have Lloyds your behalf. Because, for 
then, that it should feel Bank at your side. As a Lloyds Bank, financing 
very much at home here. specialist in foreign trade, exports means helping 
And so it does. Today, Lloyds Bank finances you to solve all your 
Lloyds Bank has more exports too. problems in this field. 
than 2,600 branches well But, with Lloyds Anywhere. Again, 
distributed all over the Bank, it’s not just you nothing more natural Llo ds 
map. And they all work on one side against the for one who operates in V 
as veritable logistic powers on the other. this market only. 
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Scotland dreams of 
self-government 


For more than three months now, several 
hundred Scottish workers have been oc- 
cupying a factory at Uddingston, near 
Glasgow, to prevent their employer, Cat- 
erpillar, an American maker of earth- 
moving equipment, shutting it down. This 
week they were told: get out by Monday, 
or the plant shuts within days. The dis- 
pute has become a symbol of Scotland's 
claim for more control over its own 
economy. 

For decades, the Scots have worried 
about the way their economy is subject to 
decisions taken by firms headquartered 
elsewhere: the "branch factory syn- 
drome", they call it. Often the plants 
have benefited from extensive govern- 
ment aid, as the Uddingston one had. For 
its own business reasons—Caterpillar’s 
are solid ones—a firm may decide to shut 
them. Ministers may protest, as the Scot- 
tish secretary, Mr Malcolm Rifkind, did 
fiercely to Caterpillar. But the last word 
rests with some boardroom in London or 
New York or Tokyo. 

Many Scots have also felt their indus- 
tries were being sacrificed to the econom- 


ic priorities of a hostile Thatcher govern- 
ment, again in  far-off London. 
Self-government, they argue, could cure 
both ills. Could it? 

In reality, Scotland has not done too 
badly. Even excluding the bonanza of 
North Sea oil, it has a higher GDP per 
person than any other British region 
except East Anglia, the east Midlands, or 
the plump south-east of England. But the 
past couple of years have been gloomy. 
Scotland's electronics industry—which 
now employs more people than coal, 
textiles and shipbuilding put together— 
was hard hit by the slump in the world 
semiconductor market in 1985. Then 
came the fall in the world oil price, and in 
Scottish oil jobs. The rapid rise in unem- 
ployment continued until January. In that 
month, à quarter of all jobs lost in Britain 
were Scottish. Scotland's unemployment 
rate, normally less than two percentage 
points above Britain's national average, 
reached 13.9%; that was 2.6 percentage 
points above the national figure. 

A forecast by the Strathclyde Business 
School suggests that in 1987 the Scottish 


economy may grow by some 2.995. For 
the part of the country that liked to think 
itself the fastest to pull out of recession, a 
GDP forecast precisely the same as the 
national average is not good news. 

Yet things are starting to look up. The 
prices of oil (see next page) and of 
semiconductors are becoming firmer, and 
business is more confident. The monthly 
survey of Scottish business by the Fraser 
of Allander Institute showed in January 
that firms in manufacturing and construc- 
tion, both previously depressed, were 
cautiously optimistic. The latest survey, 
published on April 22nd, goes further. A 
quarter of the firms are more bullish than 
they were three months ago. A lower 
pound has helped: Scotland exports more 
goods per head of population than Britain 
as a whole. The IBM plant at Greenock, 
which will make the company's new per- 
sonal computer, sells £1m of exports a 
day. 

Most important, the seasonally-adjust- 
ed number of unemployed has fallen for 
two months in a row. Big Scottish indus- 
trialists seem convinced the fall will con- 
tinue. That has not stopped the opposi- 
tion parties in Scotland from arguing 
again for devolution. 

Last time devolution was a serious 
question, in the late 1970s, Scottish Na- 
tionalists claimed that if the country could 
only become completely independent, it 
could keep all the tax revenues from 
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Scotland's oil industry has had a bleak 
two years. Total investment in the oil 
. industry has fallen by 30%, and the 
^. Manpower Services Commission reck- 
> ons that more than 14,000 workers di- 
rectly employed in oil and another 5,000 
© in related services have lost their jobs. 
Now, although only 41 out of a total of 
110 rigs in the area are drilling for oil or 
gas, the stronger oil companies are once 
again stepping up exploration. One rea- 
son is the recovery in the oil price. A 
barrel. of North Sea Brent oil at present 
fetches $18; most oilmen expect it to 
trade between $15 and $20 this year. 
That is well below 1985's average of $28 
< a barrel, but above its price last year. At 
current prices, a dozen new North Sea 
fields could be developed profitably. If 
oil prices fell below $15 a barrel, only a 
vifew extensions to existing fields would 
make money. 
“Another factor behind the revival is 
the fall of up to 30% in total capital costs 
‘since early 1986. Rigs that cost £44,000 a 
< day. to hire in 1981 now cost less than 
£9,000. Once exploration is over, newly 
discovered fields have to be developed. 
5^ Development costs are also falling, but 
most savings on them are being offset by 
the smaller size of new fields. At least 
half of the jobs lost last year were in 
oilfield development and related service 
industries. In early 1981, nine large oil- 
fields were being developed; now, there 
are only four, all started before oil prices 
-i Collapsed. In industry parlance, there is a 
© "development gap". 
: Since last month's budget, oil compa- 
: nies have been able to offset 10% of the 
: development cost of new. fields against 
Petroleum Revenue Tax (PRT) due on 


North Sea oil. That argument has waned 
with the oil revenues. Today, Labour and 
the Alliance argue that a Scottish assem- 
ly would be in a better position to 
manage investment and job creation in 
Scotland than. the distant Westminster 
Parliament. That would mean a beefed- 
ip Scottish. Development Agency and 
ighlands and Islands Development 
Board. What else it would mean the 
ies have yet to work out. 

_ One scheme that has been thought out 
detail comes from the Scottish Trades 
non Congress and its new general sec- 
etary, Mr Campbell Christie. The STUC 
wants investment in infrastructure, a 
al-fired power station costing £1 billion 
which the South: of Scotland Electricity 
Board wants anyway), and a £3 billion rail 
ink to the Channel tunnel. It also talks of 
' several new quangos, among them a Scot- 


_ panies engulfing Scottish ones and. turn- 
ng their proud Edinburgh or Glasgow 
headquarters into mere colonial i ag 





More light in the north 


‘tish takeover panel to stop outside com- 


existing fields—assuming they have ex- 
isting fields which pay the tax. By 
breaching the PRT “ring fence", the gov- 
ernment hoped to bring forward some 
North Sea development work. Most ana- 
lysts think that, if oil prices hold, the new 
allowance will make some marginal 
fields more attractive; real rates of re- 
turn could increase by up to three per- 
centage points. But the numbers in- 
volved this year are small—half-a-dozen 
fields at most. A further handful of small 
fields will also go ahead, but would have 
been developed this year anyway. 

The industry's biggest criticism of the 
budget measures is that no time limit has 
been set on the new allowance. That may 
encourage oil companies to sit tight— 
either until oil prices top $20, or until 
next year's budget, hoping for a better 
deal. Either way, the "development 
gap" would stay. The orders which are 
now trickling in to oil-service companies 
are for small projects at slim margins. It 
will take several more months of $18 oil 
for business to become profitable. 

Scotland's oil capital, Aberdeen, is 
weathering the storm. Over half of Ab- 
erdeen's oil business is derived from 
existing production, which has emerged 
relatively unscathed from last year's 
troubles—Britain pumped 2.6m barrels 
a day from the North Sea last year, 0.5% 
down on 1985. This year, output is likely 
to decline only slightly. Unemployment 
in Aberdeen rose from 6.8% in January 
1986 to 9.5% in January this year—still 
more than two percentage points below 
the national average. In February and 
March there were small falls. House 
prices are firming again, even though it 
still takes several months to sell a prop- 


If the Tories win again at the general 
election, such ideas will initially count for 
little. An opinion poll by Nop for the 
London Evening Standard, putting the 
Tories 15 percentage points ahead, na- 
tionwide, of Labour, makes that pros- 
pect—and a June election—look highly 
likely. But the demand for devolution will 
probably grow. To make sense, any form 
of devolved government must: 
€ Avoid the hassle with central govern- 
ment. Too much of Scottish local coun- 


cils’ time is spent haggling with the Scot- 


tish Office about how they raise and 
spend their money. There is a risk that a 
new assembly would find itself doing the 
same thing. 

@ Solve the tax problem. To be more than 
a talking-shop, the assembly would have 


. to raise at least some of its money from 


local taxes. That needs great care. Highly 
paid computer specialists and managers, 


‘among others, are in short supply in 
Scotland. There will be fewer still if they - 


fest ae by heavier taxation. 


erty. City shops are doing brisk trade’ 






They may continue to do so. There is 
less. talk these days. of “decommission- 
ing" rigs when the oil runs out. The 
industry’s woes have concentrated minds 
on subsea projects, using pumps on the 
ocean floor to move oil to existing oil rigs 
some miles away. That should enable 
many existing rigs to service a number of 
new, small fields. Subsea developments 
cost up to 50% less than conventional 
rigs, and are profitable at today’s oil 
prices. They will give oil companies 
access to around 100 new oil fields, 
which could contain as much oil as has 
already been discovered in the North 
Sea. 

There is good news about the huge gas 
fields in the central North Sea; such as 
Marnock, Bruce and: Lomond; ‘All need 
substantial development work, but all 
are attractive at current prices. By the |. 
early 1990s a handful will be on stream... x 

The enforced cost-cutting and techno- 
logical advances of the past year have 
improved the export prospects of some 
companies in the industry. The Scottish 
Development Agency (SDA). and the 
British Overseas Trade Board are nudg- 
ing companies towards countries like 
Brazil—a potential £1.7 billion ($2.8 
billion) market for oil and oil-services 
companies. Rather more warily, the SDA 
is also encouraging the diversification of 
oil-related. skills into other industries. ^ 
such as defence contracting and» ` 
fisheries. 3s 

At the end of March, Kestrel Ma- 
tine—an offshore construction company 
which was once Dundee's biggest em- 
ployer—went bust. More shocks may 
follow, but not on the scale of last year. 
Mr Malcolm Rifkind, secretary of state 
for Scotland, says that he hopes the 
worst is now over. Local oilmen agree. 


© Get rid of a tier of local government. 
Scotland already has district councils a~+ 
regional councils. One, Strathclyde R 
gional Council, holds sway over 2.41 
people—almost half Scotland's popula- 
tion. Its leader, Mr Charles Gray, says he - 
would want to keep control of the police, 
fire authorities, education and social 
work. No doubt he would put up a good 
fight against an assembly that tried to 
take them from him. His, and other 
regional councils, would have to go—and 
before, not after, à new assembly sits. 


Poll tax 
A loser at the polls 


Here's a way to lose some parliamentary 
seats. Take 3.9m voters, of whom only 
1.5m pay a certain tax. Then tell the other 
2.4m that in future they will have to pay 





“too. That will be the effect. of the bill, now 











. fates in Scotland with the government's 
. new "community charge"—a poll tax on 


: every adult. Yet the government seems 
`- set on pushing it into law before election 


day, and is happily telling voters in Eng- 
land and Wales that they too can enjoy 
the benefits of the new system soon after. 
The government's plans for a poll tax 
were launched in January 1986. Scotland, 
where the tax is scheduled to apply from 
: April 1989, was chosen as the guinea-pig 
for it, mainly because of the resentment 
. aroused there against the rates system by 


-a Tating revaluation in 1985. This refixing 


- of the rateable values of property, which 
England and Wales escaped, led to some 


v "huge increases in rates bills. The victims 


complained bitterly; winners kept mum. 
Even Scottish voters, however, were 


|... hostile to the new scheme: 30% for, 60% 
. against, according to a survey in May 


_ 1986. Their reasons were exactly the ones 

e government to favour it. 

First, it will drag many more people 
into the local tax net. Only half Scotland's 

voters are today liable, as householders, 

to pay rates, and still fewer actually do so, 

| et rate rebates. The govern- 



















tax will achieve this; and a 
: ecurity change will make even 
qu those. who today get a 100% rates rebate 
pay 20% of the new charge. 

-© Second, the poll tax, while helping the 
. , well-off, will hurt many ordinary folk: 


E . instead of a huge rates bill on his man- 


‘sion, the millionaire will in future pay the 
same—say £220 a year, in Scotland, on 
1986:87 figures—-as the working-class 
youth living with Mum and Dad. This 
regressive effect, though unadmitted by 
government, is intended, too: it is the 
non-ratepaying poor who keep big-spend- 
: g Labour councils in power. 


co - Though the initial shock of the new tax 


95 will be cushioned, some areas will be hard 
hit. Glasgow’s poorest wards last year 
paid around £180 per adult in rates; the 
poll tax there would start at £260. One 


~~ Highland. crofting village now paying 


<3 £44,000 a year would pay £105,000 in poll 
tax. South of the border, some inner- 
London bills, already £300-400 per adult, 
would ultimately double (if councils go on 
-spending as they do now, which is just 
what the government hopes to stop). 
Local councils on both sides of the 
border= have. reasons of their own for 
hostility. They see the poll tax as a costly 
nightmare to "administer. Still more 
alarming is the other prong of the govern- 
ment's plans: a national non-domestic 
(eg, business) rate level, set uniformly; at 
so many pence in the pound, from Corn- 
wall to Caithness, by central government. 
This will bring councils more than ever 


under the thumb of central government: 





rents and charges apart, their only income 
free of its control will be the community 
charge, about 25% of their net revenue in 
England, 20% in Scotland, 15% in Wales. 
This too is intended: an extra 1% of 
spending will mean a steep 4-6% more on 
the poll tax. But councils argue that much 
of their spending—on teachers’ wages, 





say—is really beyond their control. With- 
in what they do control, Tory councils see 
little chance. of saving, Labour ones do 
not want to. And no council likes the 
ever-growing intervention of the centre. 
So the councils have launched a nation- 
wide campaign against the Scottish bill. 

Given all this, and the fact that 80% of 
Scottish voters are anti-Tory anyway, 
ministers may draw some comfort from a 
recent survey there. It found that 30% of 
young adults—few of them ratepayers, 
probably—judged poll tax to be fairer 
than rates, and only 40% thought the 
reverse; while people aged over 24 were 
evenly divided. 


Public-sector pay 
Vote now, pay later 


Nearly all governments take a tough line 
on public-sector pay—until an election 
approaches. Then, coffers are opened, 
deserving nurses and soldiers get more 
loot, all is sweetness and light—until after 
the election is over and retrenchment 
begins again. It ís an age-old pattern; and, 
by approving in full the 1987 review-body 
awards for doctors and dentists, soldiers, 
nurses, and the top-salary groups, Mrs 
Thatcher has dutifully repeated it. 

This time, though, there is a difference. 
Certainly, Mrs Thatcher has given the 
nurses 9.596; doctors and dentists 7.796; 
soldiers 6%; and top-salary groups a 
staged 4.8%. With inflation running at 
around 4%, these are hefty real rises. But 
other public-sector workers without the 
advantage of review bodies are being held 
back: for example, the government is 
sticking on a 4.6% offer to its striking civil 
servants. Yet it is these groups who have 
done worst in the past seven years. Since 
the 1980 Clegg comparability awards (and 
before the latest rises), doctors’ real pay 
has risen by 9%; nurses’ by 8%; generals’ 












by 28%; and judges’ by 32%. Ove 
same period, the real pay of civil servan 
and of health-service manual workers has 
not risen at all. 

Unfair? Possibly—but the politics ar 
shrewd. Electors have never been parti 
ularly fond of bureaucr. ts, and the late 


































goo 
ing pay rises to these groups. The revie 
bodies themselves were Steam awar 


The cabinet séems to have bad: 
difficulty accepting the pay recommen 
tions. Financing them is a different story 
In each of the past two years, minister 
have escaped this problem by "staging 
the awards—minimising the first-yea 
costs by bringing them into force late i 
the year. This year, such a course was 
ruled out for electoral reasons: why j jeo | 
pardise the electoral bonus of. givin, 
nurses more money by appearing mean 
about paying for it? So the social-servi 
secretary, Mr Norman Fowler, argu 
with the chancellor of the exchequer, 
Nigel. Lawson; and, judging by the ex 
£396m for the NHS which he got fro 
Treasury's contingency reserve, he’ 
to have won. ; 
This generosity could return to emba 
rass the government. One of ministers 
strongest arguments against union pa 
claims has always been that they canno 
be afforded: cash limits mean what the 
say, so any extra in pay will mean less ii 
services. By topping up the NHS cash limi 
for the second year running, the gover 
ment has undermined its own case. If th 
contingency reserve can pay for nurses 
why not for others? Public-sector pay 
go on causing trouble well into the n 
parliament. 


Unemployment 
Human chain 


George Bernard Shaw claimed that if you 
laid all economists end to end they s 
would not reach a conclusion. Perh 
non-economists will do better at findin; 
solution to unemployment: on May 3; 
some 375,000 Britons will form a human 
chain between Liverpool and London 
Their objective: to challenge the growin; 
complacency about unemployment. ‘Th 
organisers of "Hands across Brit: 
claim that the event is non-political, 
few will see it that way, given that it take 
place just four days before the local 
government elections. 











Vanishing act 


Britain's labour market 
As * of population of working age 
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Now that the dole queue is shortening, 
the 89% of the labour force with jobs may 
start to forget about it. Indeed, this is 
already happening. A monthly opinion 
poll by MORI asks “What is the most 
important issue facing Britain today?” 
Unemployment still tops the list, but by a 
shrinking margin. In the first quarter of 
1986, 73% said unemployment was the 
number-one issue; in the first quarter of 
this year, the proportion slipped to 59%. 

In March, the seasonally adjusted total 
of adult unemployment fell for the eighth 
consecutive month, to 3.04m (11.0% of 
the labour force }—180,000 below its peak 
in July 1986. The total has fallen by an 
average of 25,000 during the past six 
months. At that rate, unemployment 
should dip below the magic 3m mark in 
May. That month's figure is due to be 
published on June 18th—a favourite date 
for a general election. 

The government claims that the drop in 
unemployment reflects the new-found 
vigour of the British economy. Not so, 


Running after the women 


Women, so public-opinion polls suggest, 
are one of the few groups that are 
deserting the Conservative party. That 
should worry the men in the party’s 
Central Office, for women have tradi- 
tionally been more loyal to the Tories 
than men. At the last two elections (see 
table), 4% more women voted Conser- 
vative than men. Now Thatcherism is 
losing its appeal for women; and the 
beneficiaries are the Labour party and 
the spp-Liberal Alliance. 

Labour has gone a-wooing. Earlier 
this month, it announced it would set up 
a ministry for women if it won power, 
with a cabinet seat for the minister. She 
would be responsible for making oppor- 
tunities more equal, and making sure 
Labour’s other policies for women are 
carried out: child-care for all three- and 
four-year-olds; a less discriminatory tax 
and social-security system; the encour- 
agement of a more flexible working 
week; the removal of discrimination in 
education; and better crime prevention. 

The last may be the most popular, 
though it will be hard for Labour to 
present itself as hotter on law and order 
than the Tories. In a recent MORI poll of 
women in London, personal safety was 


The gender gap 


1979 election 
% 


found to be their greatest worry. Two- 
thirds of women, unprompted, cited fear 
of being attacked or robbed as an impor- 
tant issue, and another 15% mentioned 
crime in general. n 

Concern about law and order might be 
expected to push women towards voting 
Tory. But the same MORI poll found that 
47% of women thought the government 
had done hardly anything to promote 
equal rights for women, with only one- 
third disagreeing. Having a woman as 
prime minister does not help: 65% of 
women disagreed with the statement that 
"Mrs Thatcher is more sympathetic to 
women's needs than a male prime minis- 
ter would be". Even among women 
supporters of the Conservative party, 
45% disagreed. 

It may not just be women’s issues that 
are deterring female voters. On a num- 
ber of others, there is a gender gap. One 
is nuclear power: a MORI poll for the 
Reader's Digest found that 61% of wom- 
en oppose the building of more nuclear 
power stations, compared with only 46% 
of men. Education and health are more 
often cited by women than men as im- 
portant issues. So is AIDS. 

One way in which the parties might 


1983 election Latest MORI poll 
% % 


Gender Gender Gender 
Men Women gap Men Women gap Men Women gap 


Conservative 
1 13 15 
Source: MORI *Liberals in 1979 
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says Professor Richard Layard, a labour 
economist and an organiser of Hands 
Across Britain. Since August 1986, he 
notes, unemployment has fallen from 
9.1% of the population of working age to 
8.7%. Yet the proportion of the popula- 
tion with jobs has not risen—although as 
Lord Young, the employment secretary is 
always eager to point out, the absolute 
number has risen. But exclude those on 
the government's make-work communi- 
ty-programme scheme from the employ- 
ment total; adjust the big increase in the 
number in part-time work to a full-time 
equivalent basis; and total employment 
has fallen as a proportion of the popula- 
tion of working age. 

Adding employment and unemploy- 
ment together, this implies that the la- 
bour force has shrunk as a proportion of - 
the population of working age during the 
past six months. This looks fishy, as 
during the previous two years it had beer 
steadily rising (see chart). Why should the 
labour force suddenly shrink just when 


i Sere & D 
Would she prefer to vote for a woman? 


improve their image with women is by 
putting forward more women candidates 
for the 633 mainland parliamentary 
seats. The Tories either disagree or don't 
care: they have only 13 women MPs now, 
and will put forward a further 20 candi- 
dates in the next election. Labour is 
trying harder, but making no attempt at 
the sort of positive discrimination it 
advocates elsewhere. It will field 86 
women, or 14% of its candidates. 

The Alliance has the best record. By 
stipulating that each shortlist for the 
selection of candidates has to include at 
least two women, it has managed to push 
representation up to 91, or 17% of its 
candidates; 20% for the spp. It believes 
in the usefulness of targets: it has already 
proclaimed that an Alliance government 
would ensure that women made up half 
the representatives on all public bodies 
within a decade. 
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unemployment starts to fall? Mr Layard 
concludes that most of the fall in unem- 
ployment is due to the expansion of the 
government’s special employment mea- 
sures, and to the “success” of the Restart 
scheme and the tougher availability-for- 
work test. 

The idea of Restart is to interview 
everybody who has been unemployed for 
more than a year and direct them either 
to a job or to a place on a government 
scheme. But in some cases it weeds out 
those who are not really looking for work 
and should not therefore be eligible for 
benefit. True, such people should not 
have been on the register in the first 
place. But by the same token, the drop in 
unemployment cannot properly be credit- 
ed to a livelier job market. 


Teachers 
Out again 


The leaders of England’s two big teaching 
unions have been treading a delicate path 
between opposing the government and 
retaining public sympathy. A recent opin- 
ion poll showed that most parents now 
oppose the strikes which have been dis- 
rupting schools for more than two years, 
and no longer believe that teachers are 
underpaid. But union activists are furious 
about their cavalier treatment by the 
education secretary, Mr Kenneth Baker, 
who has awarded himself the power to 
dictate teachers’ pay and conditions of 
service. At their annual conferences over 
the Easter weekend, they pushed their 
leaders further into hostile confrontation 
with the government, and only just 
stopped short of ordering them to defy 
the terms of their new contracts of 
~mployment. 

The National Union of Teachers 
\NUT) and the National Association of 
Schoolmasters/Union of Women Teach- 
ers (NAS/UWT), which between them rep- 
resent over three-quarters of the profes- 
sion, have agreed on joint action to 
disrupt schools while keeping to the letter 
of the contracts. In guidelines passed by 
both conferences, they instruct teachers 
to keep timesheets and refuse to work 
more than the average 35-hour week now 
required by law. The teachers will thus 
avoid any financial loss, and save Labour 
local authorities—who sympathise with 
their cause—from the dilemma of wheth- 
er to dock their pay. 

Militant NUT activists from London and 
Kent would have liked to go further. 
They wanted teachers to defy their new 
contracts by refusing to substitute for 
colleagues absent for up to three days. 
Some union officials believe that such an 
order could get the union into trouble 
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with the courts. After defeating an 
amendment by the executive to moderate 
these plans, the NUT conference eventual- 
ly repented, and threw out the whole idea 
by 118,000 votes to 99,000. 

Mr Baker wants to discuss new ar- 
rangements for pay bargaining with the 
unions later this year. In the meantime, 
the entrenched positions of both sides are 
destroying the prospect of any consensus 
over educational reforms. Last year the 
unions started making positive noises 
about introducing teacher appraisal— 
originally seen as a challenge to their 
competence, then accepted as a part of 
career development. Now the NUT has 
withdrawn from talks on this reform, in 
protest over Mr Baker's pay legislation. It 
has also reacted more forcefully to plans 
for a national curriculum than might 
otherwise have been expected: the NUT 
conference voted to boycott proposed 
tests at the ages of 7, 11 and 14 before it 
has even been decided what form they 
will take. And the NAS/UWT has taken to 
political posturing over the planned city 
technology colleges—independent sec- 
ondary schools which the unions claim 
will be elitist. It has voted to boycott all 
products made by the companies who 
sponsor CTCs. If the activists who draft 
such resolutions continue to gain ground 
in the big teaching unions, Mr Baker's bid 
to win the hearts of parents will be made 
even easier. 


Heart disease 


Faint-hearted 


Mr Norman Fowler, the social-services 
secretary, is becoming addicted to mass 
publicity. His appetite whetted by TV 
advertising against AIDS and drug misuse, 
he has just launched another campaign— 
against Britain's biggest killer, coronary 
heart disease. This will be the first cam- 
paign run by the new Health Education 
Authority. It will generate lots of publici- 
ty, especially for ministers. But it may not 
have much effect on people's habits. 

Nobody disputes the importance of 
tackling heart disease, which kills 160,000 
people in England and Wales every year. 
Coronaries account for 40% of premature 
deaths among middle-aged men, the most 
susceptible group. Heart disease costs the 
hard-pressed NHS £470m a year; it is also 
responsible for one in nine lost working 
days. Britain has an embarrassing lead 
over other industrial countries. While its 
death rate has stayed fairly steady, others’ 
have fallen (see chart). Ten years ago, 
proportionately more Americans than 
Britons died from heart disease: today the 
positions are reversed. 

The government's £2}m campaign will 


Unfit Brits 
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Sources: WHO, British Cardiac Society 


alert people to the dangers of smoking, 
obesity, drinking, a high-fat diet and 
insufficient exercise. Fine, says Miss 
Anne Dillon, director of the Coronary 
Prevention Group; but most people al- 
ready know what they should do to re- 
duce the risk of heart disease. The prob- 
lem is getting them to do it. The new 
campaign has three big gaps: 

@ It does little to involve general practi- 
tioners. Three-quarters of the population 
see their GP every year. But GPs seldom 
keep records of things like blood pres- 
sure, cholesterol levels or family histories 
of heart disease; nor do they offer pa- 





tients much advice on better living habits. _ 


Ministers accept that GPs should do more 
preventive work: yet the profession was 
barely consulted about the new cam- 
paign. Individual GPs were told of its 


launch in a curt circular from the govern- _ 


ment's chief medical officer only two 











Middle-class people in work, the people 
ost likely to respond to a mass-publicity 
campaign, are also least at risk from heart 
disease. A more -effective approach 
would concentrate on the unemployed 
and the poor, who cannot always afford a 
better diet. 

Food policy does not back up health 


Profit sharing 


pot E: * 
uted free to the British old and poor. The |: 


food industry has suppressed or altered 
many government reports on.the damage 
done to health by fat and sugar. If Mr 
Fowler wants his campaign to work, he 
will have to take on the food industry— 
and the agriculture ministry which pro- 
tects it. 


A greater share in success 


In his March budget, Mr Nigel Lawson, 
the chancellor of the exchequer, an- 
nounced new income-tax incentives to 
courage companies to introduce profit- 
ted pay (PRP). Since Mr Lawson first 
oted the idea a year ago, all sorts of 
aims have been made about the benefits 
profit sharing. Now a new study* 
vides. a comprehensive round-up of 
theory and facts. 


e theory 
ree advantages are claimed for PRP: 
gives workers a stake in the success of 
firm. This should improve industrial 
tions, encourage employees to work 
der, and so boost productivity. 
It makes wages more flexible and hence 
mployment more stable. In a recession, 


vages will fall and so fewer workers will 


se their jobs. 
t will reduce unemployment. It is this 
d claim, based on the work of Profes- 
‘Martin Weitzman, which has generat- 
d much of the recent interest in PRP. 
Mr Weitzman's theory is persuasive. If 
firm pays each of its workers wages of 
200 a week, it will employ people up to 
e point where the extra revenue gener- 
ted by an additional worker is exactly 
qual to £200. Average revenue per 
worker might be, say, £300, to cover 
ierheads and profit. 
upposé that the firm then decides to 
itch to PRP, paying a basic wage of £160 
veek, plus a share of profits. To leave 
| worker as well off as before, this share 
need initially to be £40. That is 
two-sevenths of the firm's profits per 
rker, which will now be £140—ie, £300 
is £160. 
The firm now has a big incentive to hire 
ra labour. The marginal revenue to be 
arned from taking on an extra worker is 
£200, but the marginal cost is only 
plus two-sevenths of the extra profit 
Q0. minus £160), ie, £171.43. PRP has 
uced the cost of employing new work- 
,and so more will be employed. 
. The snag is that if a firm adopts PRP, 


existing ' workers will be made worse off 


when new workers are recruited, as this 
will dilute their: share. ot total profits. B 


profit sharing not just a fancy way of 
cutting pay? 

Mr Weitzman agrees that for an indi- 
vidual firm, new recruitment will cut 
average pay; but if all firms adopt PRP, 
the higher demand for labour will push up 
real wages and everybody will be better 
off. In other words, there exists what 
economists call an “externality”. If this is 
so, there is a strong case for a tax subsidy 
to encourage more firms to adopt PRP. 


Participation pays 
Firms in the UK metal-working industry, 1982 
Non-profit- Profit- 
sharing sharing 
Working days lost due to 
strikes (per employee) 13.1 8.4 
Turnover rates % 
unskilled 4.65 3.83 
skilled 4.34 3.51 
Percentage of labour 
force unionised 72.0 87.8 
Value added per worker 10.2 10.9 
Value added per unit 
of fixed assets 2.9 3.7 
Rate of return on capital 
employed % -14.7 13.7 





Source: Estrin and Wilson (1986) 


If PRP is to reduce unemployment, two 

conditions must be fulfilled. First, the 
firm must count only the basic wage as the 
marginal cost of hiring an extra person. If 
employers still focus on total remunera- 
tion—because, for example, they feel 
they have to pay the going rate to retain 
skilled workers—PRP will make no differ- 
ence to employment. 
' Second, if it is to create jobs, PRP must 
reduce average labour costs. That may 
happen in one of two ways. Either—as 
Mr Weitzman assumes—employees will 
accept a fall in profit-linked income, and 
not insist on a higher basic wage as 
compensation. Or productivity may rise. 


. The facts 
A careful sifting of the various studies on: 


profit sharing fails to provide any evi- 
dence that the firm treats only the basic 
wage as the marginal cost. Firms stili 
seem to think in terms of total remunera- 


tion. However, there is some evidence. 





pioymel 
One studyt examined a. sample of 52 
medium-sized firms in the engineering 
and metal-working industries over the 
period 1978-82. Four in ten of the firms 
had some. sort of profit sharing. The 
results: average total pay (including profit 
share) was 4% lower in profit-sharing 
firms than in non-profit-sharing ones, and 
PRP seemed to increase employment by 
an average of 13%. However, the authors 
concluded that only 0.5% of the extra 
employment was due to. Weitzman-type 
effects; most was probably attributable to 
higher productivity. ^. _ 

Several studies confirm that PRP im- 
proves. a company's productivity. The 
Estrin-Wilson paper found that compa- 
nies with profit sharing had 5096 fewer 
strikes and significantly lower labour. 
turnover (see table). The average produc- 
tivity of labour was only slightly higher 
but capital productivity. was on averag | 
25% higher. Moreover, profit-sharing 
firms achieved an average return on capi- 
tal of 14%; the others had negative. re- 
turns averaging almost 296... 

It is hard to be sure whether productivi- 
ty is higher because of PRP, or because 
good managers are more likely to intro- 
duce PRP. Anyway, the spur for workers — 
in firms with PRP seems to be not the 








incentive of bonuses, but the greater > 


sense of participation they enjoy. Yet Mr < 
Weitzman's argument requires that work- 
ers be kept out of management, to stop 
them resisting the hiring of new workers. 
So the two main motives behind profit 
sharing conflict. If workers are given a say 
in the running of the company, few jobs 
will be created; if they are excluded from 
decision-making, the. potential gains in 
productivity may be thrown away. 


If the main effect of PRP is not fo. 





increase jobs, but to boost productivity - 
and thus profits—then why should co 
panies be bribed with tax relief to adopt 
it? If PRP is really just about motivating 
people to work harder, then the govern- 
ment's new tax incentives may not be the 
best way.of going about it. It might be 
more effective to relate pay to an individ- 
ual’s effort rather than to the whole 
company's performance. The optimal in- 
centive scheme would depend on factors 
such as the size of the company, the 
production process and the product, but 
the choice should be left to the firm. The 
government's proposed tax incentive i 
distort that choice. i $ 





*-Profit sharing and employee share owner- 
ship, by Saul Estrin, Paul Grout, and Sushil 
‘Wadhwani. Economic Policy, April 1987 
t The microeconomic effects of profit sharing: 
the British experience. S. Estrin and N. Wil- 
: son, Centre tor Labour Economics 
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Shitiarn’ Abe, a Japanese special 
envoy to Washington, failed to 
-persuade the Reagan administration 
j its punitive 100% tariffs on 
: imports from Japan worth $300m a 
year. Yasuhiro Nakasone, Japan's 
ime minister, will have another go 
when he visits America later this 


eb Morgan Grenfell, a British merchant 


| bank, appointed John Craven as 


.| chief executive. He replaces 


Christopher Reeves, who resigned in 
the froth over Guinness. 


TransCanada Pipelines urged 

litors of Dome Petroleum, the 
troubled Canadian energy company, 
- to reject an agreed $3.9 billion 
takeover bid from Amoco, an 


| American oil company. 


4 ' Japan's Finance Ministry gave 


Japanese financíal firms permission 
to deal directly in financial futures 
: on foreign exchanges from mid-May. 


C.H. Beazer, a British building group. 
halved its proposed overseas share 


| issue in America because of 
- objections by institutions. Fisons, a 


. British drugs firm, abandoned its 
issue. 


Sweden's L. M. Ericsson won a 
20% stake in cect, France's feeble 
| telecoms company. America's AT&T 
and West Germany's Siemens were 
among the disappointed suitors. 


VW/Audi 164 ak Ss 


The authority of American states to 
regulate takeovers was confirmed 
for the first time by America’s 
Supreme Court when it upheld an 
Indiana law giving companies more 
power to defend themselves against 
hostile bids. Other states are 
expected to copy Indiana. 


European passenger-car production, 
by manufacturer 
Total,1986: 11-6m 


i. —— Renault 12:3 


B-GM/Opel- 
y Vauxhall 


Fiat/Lancia 
127 2 

———-- Other 21:3 
Soutce: Automotive industry Data 


Western Europe made 11.6m cars in 
1986, a record and 796 more than in 
1985. West Germany's Volkswagen- 
Audi group was the biggest 
producer. 


Economic reformers in Vietnam 
planned to axe about 1m state-sector 
jobs as part of an emergency 
austerity programme. 


The Swedish government asked 
Nobel Industries for details of a $1.3 
billion arms sale to India by Bofors 
after this subsidiary and India's prime 
minister, Rajiv Gandhi, rejected 
allegations of bribery. 


Under a voluntary code of practice 
backed by the London Stock * 
Exchange, large British companies 
are supposed to appoint at least 
three independent non-executive 
directors to temper the power of 
chief executives. How many ial 
volunteer? 


Switzerland's Sandoz has réceived 
460 claims demanding $67m in 
compensation for the damage done - 
by its chemical plants that polluted _ 
the Rhine. 


The. Brazilian senate opened an 
investigation into the legality of the 
$108 billion that the country owes to 
foreign creditors. 


A 90-minute cut in the working week 
to 37 hours by 1989 averteda .. 
national strike by West German 
engineering workers. 


Mikhail Gorbachev's agricultural 
reforms have already caused 
Russian farmers to boost their 
production of some foodstuffs by up 
to 1096. B 


Konishiroku Photo Industry, the 
runner-up to Fuji Photo, became the 
first big Japanese company to stop 
ali sales to South Africa in protest 
against apartheid. 


Economic and financial Indicators 
are on pages 107-108. 


. Corporate scorecard 


The stronge or yen depressed the Japanese car and motoreyoe. ; 


company’s 


s and profits. 


Thé American fast-food chai increased its Sales and profits by 
expanding into overseas markets and offering eaters new 
products. 

The settlement of antitrust litigation and a non-recurring tax gain 2 
increased the profits of the American long-distance telecommuni- 
cations company. 

The French househol uipment company hopes that restruc- 
turing will enable it to break even this year. : 
Despite falling revenue from oil-field operations, the American | : 
oil-services group with a European accent managed to stay in ^. 
profit—just. 4 
Increased overseas production helped the Japanese magnetic- 
tape and electronics company to increase its profits, ; 
A growing audience for the British breakfast television company S 
attracted more advertising and boosted profits. 


Yu Year ended. H= Hall year ended. Q = Quarter ended. ( ) Loss. “Converted at average exchange rates. * "Based on tocal currency figures. t = Pre-tax profit. $ = = Increased ios. 





Y Dec 31 


QMar 31 


Q Feb 28 +3 


TV-am Y Jan3t > i +42 
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Now let's settle this trade thing 
once and for all 


In 1854, when Commodore Perry forced 
Japan to open up its trade with America 
after three centuries of isolation, he man- 
aced to do it with seven black ships and 

hout firing a shot. Today's trade skir- 

hes are less simple. Since neither 
America nor Japan has yet shown that it 
understands what motivates the other any 
better than it did in 1854, no quick 
armistice in their latest dispute is in sight. 
So Japan's prime minister, Mr Yasuhiro 
Nakasone, will visit Washington at the 
end of this month in an atmosphere of 
some crisis. 

He is expected to bring with him a set 
of measures designed to liberalise Japan's 
economy. Mr Reagan got a foretaste of 
these when Mr Shintaro Abe, a senior 
member of Mr Nakasone's party, called 
on him on April 21st. Some senior Ameri- 
can officials are optimistic that Mr Naka- 
sone will bring firm and helpful proposals 
as Mr Abe has promised; others say they 
have seen such things before, and now 
want action. All maintain, on occasion, a 
startling insouciance to Japanese political 
realities. 

That is demonstrated most crudely in 
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the American belief that MITI, Japan's 
Ministry of International Trade and In- 
dustry, has so much control over domestic 
firms that it can ensure that trade agree- 
ments are adhered to. The Americans 
insist that the deal they struck with the 
Japanese on semiconductors last year has 
not been adhered to. So, on April 17th, 
America imposed 100% duties on $300m- 
worth of its annual imports from Japan: 
$180m-worth of portable computers, 
$30m-worth of power-driven hand tools, 
and some 1m fully assembled 18"-20" 
colour television sets. The goods chosen 
are all products with substantial alterna- 
tive suppliers, who will therefore be able 
to raise their prices. American consumers 
will be hurt. 

The duties are said to be temporary, 
and may be lifted if there is evidence, 
satisfactory to the Americans, that the 
Japanese are meeting their obligations 
under the arrangement. Those obliga- 
tions were of three kinds: to cease dump- 
ing certain types of semiconductors in 
American markets; to avoid dumping 
them in third markets from which they 
may be imported into America; and to 


A Diet of cows 


Japan's prime minister, Mr Yasuhiro 
Nakasone, needs parliamentary approv- 
al for his Y54 trillion budget ($380 bil- 
lion) for the 1987 fiscal year before he 
leaves on April 29th for talks with Presi- 
dent Reagan. The opposition parties, 
determined to torpedo his proposed val- 
ue-added tax, have been boycotting the 
budget deliberations in the Diet (parlia- 
ment) to press him into dropping it. So 
the governing Liberal Democrats have 
had to overcome their reluctance to do 
anything as un-Japanese as use their 
whopping parliamentary majority to 
vote the budget through. 

Railroading of the budget through the 
Diet started on April 16th, when the 
Liberal Democrats pushed it through the 
lower house budget committee in a scene 
described distastefully by one senior Jap- 
anese banker as a rugby scrum. Forcing 
it through the floor of the lower house, 
which started on April 21st, has been a 
far more somnolent affair as the opposi- 
tion has resorted to a filibuster. 

The Japanese parliament has had its 
first all-night sitting in a decade. Japa- 
nese voters have been treated to televi- 
sion pictures of their elected representa- 
tives dozing in their seats. Most bizarre 
has been a rare demonstration of the 
"cow walk". Opposition MPs have man- 
aged to slow their walking pace when 
voting to about three feet a minute. On 
television it looks like a slow-motion 
conga line. 

Though the Liberal Democrats have 
passed a motion curtailing the length of 
speeches, they have been unable to put 
the budget to the vote because the oppo- 
sition parties have started calling votes of 
no confidence. These take priority under 
Japanese parliamentary rules. The sec- 
ond such vote was under way when the 
lower house was suspended for the night 
at 10.00 pm on April 22nd. The opposi- 
tion says it has more than 40 other no- 
confidence motions ready. Enough to 
delay the budget vote until the cows 
come home? 





Lm us 





market fot 


The first obligation has, say the Ameri- 
cans, been met. The second, to stop 
ping in third markets, has not. The 
administration claims that extensive in- 
estigations in February of 211 transac- 
ons involving 4m chips sold by six Japa- 
ese manufacturers revealed selling 
rices of up to 40% below full cost. 
_On the third point, American access to 
ne Japanese market, the Americans in- 
ist that no improvement has taken place. 
The fourth quarter of 1986, says the 
Commerce Department, was the worst of 

ne year for American exporters of chips 
o Japan, and there appears to have been 

o improvement this year. 

Consultations will start soon on what 
exactly the semiconductor arrangement 
means, but even if the arrangement is put 

ack on track, more nebulous problems 

emain: ‘To. the Japanese, Mr Clayton 
utter, President Reagan's trade repre- 
entative, and Mr Richard Lyng, Ameri- 

's agriculture secretary, who were both 
| Tokyo recently, appeared pretty insen- 
tive to Japan's domestic politics. Mr 
yng got virtually nowhere with his de- 
ands to open Japan's protected markets 

rice, beef and citrus, though the Japa- 
ese have agreed to put rice on the table 
| the GATT round. To liberalise rice 
arkets, in response to foreigners’ pres- 
ure, would cut at the power base of 

'an's Liberal Democrats. 

For Mr Lyng, Mr Yeutter and Ameri- 

s treasury secretary, Mr James Baker, 
the details of Japanese politics are irrele- 
vant. In Mr Baker's words, Japan has to 
realise that "economic leadership means 
"accepting global responsibilities despite 
he sometimes parochial concerns of na- 
ional constituencies”. Just like. Ameri- 

a’s and the EEC's farm policy, the Japa- 

ese might be tempted to riposte. 

mericans would particularly like.the 
apanese to take a lead over third-world 
ebt problems. They point out as often as 
hey can that America took 6096 of the 
eloping world's manufacturing ex- 
ts from 1982 to 1985, while Japan 

bsorbed only 1095. 

They are also frustrated by Japan's 

ymbersome decision-making, and mysti- 

| that a party with such a huge parlia- 
entary majority, and under such inter- 
ional pressure to expand its domestic 
onomy, can make such a mess of get- 

ng à budget adopted (see page 65). 

: If Americans are insensitive to Japan's 

iternal politics, the Japanese have also 

isunderstood the United States. They 
‘seem to believe that the semiconductor 
dispute is a rare example of Japan-bash- 
ing, which it is not. On Capitol Hill, the 
sanctions, while welcomed, are often crit- 
‘icised for being t too little, too late. One 





“senior Washington official says simply par 
that many Congressmen have become 


“mindless” on the whole issue of interna- 
tional trade. 

The House of Representatives has 
been particularly active in larding this 
year's trade legislation with protectionist 
clauses. The Senate, less illiberal on 
trade, will have its work cut out to drop 
the clauses from the final legislation. 
That, embarrassingly, may be discussed 
in Congress just when Mr Nakasone is in 
town. Will Congress on that occasion 
look any more like a body with the 
interests of the world's economy at heart 
than the Diet did during the debate on 
Japan's budget this week? 


Dome Petroleum 


Wrapped in a 
maple leaf? 





TORONTO 


Canada's foreign-investment policy is be- 
ing put to the test in the tussle for control 
of Dome Petroleum, the failing Calgary 
oil and gas producer. Dome has struggled 
for the past five years to avert bankruptcy 
under the weight of debts of C$6.1 billion 
($4.4 billion). 

Dome wants to be taken over by 
Amoco, America's fifth biggest oil com- 





Mighty corporations rarely die; they 
don't even fade away. They come back— 
with new management, new names, new 
owners, new plans, and often with new 
problems too. In Europe, big industrial 
companies get taken into state owner- 
ship and pumped full of subsidies. Rolls- 
Royce, the British aero-engine maker, is 
being floated back into the private sector 
next month after 16 years in the govern- 
ment's industrial casualty ward. Alfa 
Romeo, Italy’s perennially unprofitable 
carmaker, is being pushed out of the 
state sector and into the arms of Fiat. 

In North America, government gets 
less involved, but dramatic private-sec- 
tor restructuring usually saves something 
from the ashes. The grandfather of 
American corporate greats to bite the 
dust was Penn Central, back in 1970. Its 
demise helped send financial markets 
into a spin. Its railroad business was 
taken over by the government's Conrail, 
and Penn Central was eventually, in 
1981, paid $2 billion for the assets. 

The company's greatest hidden as- 
set—the airspace above its main Man- 
hattan station—was sold for office devel- 
opment and helped finance its rebirth. 
Last year, the born-again Penn Central, 
now a conglomerate in electronics, ener- 


After the corporate knacker's yard. 





Am's main problems are overcapacityin .- 


nies agreed on a C$5. 1 billion cash and 
shares deal which would give Dome’s 
shareholders the full market value of their 
equity, and leave enough to pay Dome’s 
56 international creditors an average of 
about 70 cents in the dollar. 

This picture of an American white 
knight riding to Dome's rescue deeply 
offends Canadian.nationalists. They re- 
member as golden days the late 1970s 
when Dome and state-owned Petro-Can- 
ada spearheaded a drive to wrest control 
of Canada's energy industry from Ameri- 
can and European: multinationals—pretty 
unwisely, as the market has since crashed. 
One Dome affiliate received C$987m in 
government aid for Arctic exploration. 

The anti-Amoco lobby has thrown its 
weight behind a rival unwelcome bid from. 
TransCanada PipeLines (TCPL), a leading 
Canadian: gàs-pipeline operator, -On 
April 12th—before Amoco made it 
move—-TCPL announced that it had ot- 
fered C$4.5 billion for Dome, with the 
prospect of another C$1 billion for credi- 
tors to be paid from future profits. It 
draped its bid in a maple leaf, hoping the 
government would bow to political pres- 
sure and block the Amoco deal; whichis > 
subject to approval by Investment Cana- 





da, the official foreign-investment moni- A 


toring agency. 
Amoco's bid marks a change of direc- 
tion for the American company. It has 






























gy and telecommunications equipment, 
had revenues of $2.4 billion and profits 
of $154m. 

Eight years ago, America was rocked 
by the collapse of Chrysler. Rather than 
face the political pain of such a disaster 
in the Midwest rustbelt, the federal 
government—bullied. by Mr Lee las: 
cocca, a respected refugee from the 
upper reaches of Ford—guaranteed 
commercial banks loans to. allow Ameri- 
ca’s third biggest car company to stay in 
business. 

Mr Tacocca's rescue became the stuff 
of legend: he made Chrysler America's > 
lowest-cost car manufacturer, largely by 
axing jobs and buying in up to 70% of 
each car's parts, often from East Asia. 
Break-even production was halved from 
about 2m cars a year to just over im, and 
Chrysler started reporting profits again 
in 1982. Last year; the company made’ 
net profits of $1.4 billion on sales of $22 
billion. d 
The history of: corporate wrecks does 
not always have a happy ending. Pan Am 
hasn’t. After 1981, it racked up losses of 
about $1. billion before making a small 
profit in 1985. But last year its losses 
piled up again to around $400m. Pan 


compa- 
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FUERO UNS a S i mE ca TE TAE TOU IET NELLO T7 uu pue imc > 
ie TNCS 5,04 pais oe eade "tw s ar | WORLD BUSINESS - 
T to quee of selling out to Foreign bodies b j- 
ericans. The prime minister, Mr Bri- Compan foreign - 
an Mulroney, has already been accused of 4 pyle tele. a: 
being too soft on such issues as bilateral Royal Dutch/Shell 2 2- a 
trade and acid rain. — 3 2. 
But wooing foreign investors has al- Unilever i : "i 
ways been a cornerstone of the Mulroney Philip Morris 19 1 7 
government's economic policy. It raised Philips = 1 3: 
no objections earlier this year when a S 
Hongkong entrepreneur, Mr Li Ka-shing, m age = f E 
bought control of Husky Oil, another big BASF 39 1 E 
west Canadian energy producer. Dome — Tenneco 41 1 
was privately assured before the present moche p^ ^ 
takeover battle began that the govern- jg, 49 3 
ment would not stand in the way of a Dow Chemical 66 3 
foreign buyer. Further liberalisation of | Canadian Pacific 67 1 Dy 
foreign investment rules is one of Ameri- weer Z Lo a 
ca's key objectives in the current negotia- — xerox 78 3 H 
tions on a United States-Canada free- Sara Lee 92 2 = 
trade pact. A thumbs-down to Amoco  Ruhrkohle 96 1 ^ 


usually opted to drill for, rather than buy, 
energy reserves. Amoco owns more do- 


might prove fatal to the talks. 


estic oil and gas acreage than any other Company directors companies should have at least three y 
american company. But the eyen independent non-executive directors and — 
States is now mature ground, with few : that they should make up around one- | 
large fields to be discovered. Buying | Ol eigners, third of the board. "3 


Securities officials in the United States — 
are also concerned about getting enough — | 
independent outsiders on to boards to — 
constrain the egos of overweening chief | 
executives. Because affirmative action 
programmes are in vogue, Americans  — 
also worry about getting a woman anda 
black executive or two around the board- — | 
room table. But neither Britain nor 
America seems overly concerned that the — 
boards of their large (and almost inevita- 
bly multinational) corporations are about 
as parochial as a revivalist meeting in 
Little Rock. 


Dome would give Amoco 144m barrels of 
developed oil reserves, 47m barrels of 
natural-gas liquids, plus 1.9 trillion cubic 
feet of developed natural-gas reserves. 
That will more than double Amoco's 
Canadian reserves, at a cost equivalent to 
as little as $5 a barrel of oil. 

Canada's conservative government, 
currently at a low point in opinion polls, is 


welcome on board 


“Proned”, an evangelical group in Britain 
for promoting the use of non-executive 
directors on company boards, has just 
published a voluntary code of Recom- 
mended Practice on Non-Executive Di- 
rectors. It suggests that large quoted 


the airline business and the fact that it 


for Chapter 11 protection from its credi- 
has lots of yen debt to repay in devalued 
dollars. 


tors. Since then, LTV has been reschedul- 
ing its debts, but it will not emerge from 


The same rags-to-tatters story crops 
up with several other surviving dinosaurs 
of old corporate America. That model of 
1960s' conglomerates, LTV, ran into 
losses in 1982. It thought it was solving 
its main problems when it acquired Re- 
public Steel for $770m. The theory was 


its bankrupt status for another year at 
least. 

Two other North American basket 
cases have a patchy recovery record. 
International Harvester was knocked 
sideways by the recession in farm-equip- 
ment industry after 1980. Crippled with 
$4 billion of debt and pursued by credi- 


Of the world's 100 largest private- 


sector companies (ranked by dollar — 
sales), only 21 had foreigners on their — 
boards in 1986. Of those, only nine (five 
of them American) have more than one 
foreign representative (see table). Thisis — 


that rationalisation with its own business despite the significant proportion of the 
| sales and profits of many of them that are — 
generated abroad. The Italian carmaker a 
Fiat, with four, came top. E 
IBM, the world’s fifth biggest company — 
with revenues of $51.3 billion in 1986, 
made more than half of its sales outside 
the United States. Mobil, ranked sixth, — 
derived 63% of its 1986 total income of — 
$49.9 billion abroad. Ford, the world's — 
fourth biggest company, sold 41% of its — 
vehicles abroad in 1985. For General _ 
Motors, the company with the world's — - 
biggest sales, the comparable figure was _ 
31%. At the end of 1986, not one of these 
four giant multinational companies had a 
single non-American director on its board — 


tors, it manoeuvred to keep alive by 
rescheduling its debts. It got rid of its 
farm-equipment businesses to concen- 
trate on trucks. In 1985, it made profits 
of $112m. But last year a new identity as 
Navistar could not conceal from the 
markets the ignominy of its return to 
losses ($2m). 

Canada’s Massey-Ferguson, largely in 
the same business, has tried the same 
new-name game as its recovery has 
stalled. After a couple of years of small 

Ker profits following losses in the early 
ai woe 7 1980s, Massey-Ferguson (now part of 
Varity Corporation) made a loss of $23m 
last year. Although the company has a 
healthy 18% of world tractor sales, it is a 
market that is shrinking—by 10% last 






* 








ae. 
Still uphill for some 
would bring operating efficiencies. The 
reality was that steel in America needed 


amputation, not rationalisation. LTV also 
ran into problems with its energy busi- 
nesses as the oil price fell. The result: in 
July 1986 it became the biggest corporate 
bankrupt at the time, when it had to file 


year. Meanwhile, Massey has had prob- 
lems getting its new models out of the 
factory and into the dealers’ yards. It is 
in the process of reorganising its top 
management. 





(though IBM has since appointed a Swiss 
national to its main board). 


With only nine of the 46 American 


67 


CS 


companies in the top 100 having a foreign — : 
board member, big firms in the United — — 


ex 
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States are less well represented in the 
table than average (19.5% as against 
21%). However, they are better repre- 
sented than Japanese companies which 
are conspicuous by their complete ab- 
sence from the table—despite the fact 
that 12 of the world’s 100 biggest compa- 
nies are Japanese. The carmaker Toyota, 
which is ranked tenth, sold 53% of its 
1986 production outside Japan. Matsu- 
shita Electrical, ranked 18th, made 50% 
of its sales abroad. 

In bringing foreigners on to their 
boards, European companies are, for 
once, taking a lead. However, many of 
the Europeans’ appointments are recent. 
ICI appointed Mr Shoichi Saba, the Japa- 
nese boss of Toshiba, to its board in 1985 
and Mr Tom Wyman, an erstwhile chair- 
man of CBS, in 1986. Mr Wally Grubman, 
an American, joined Unilever's board in 
1986 and Mr Hans Eggerstad, a West 
German, in 1985. Are such appointments 
the beginning of a trend? 


Theme parks 


Mickey Mouse 
money? 


The sunny Easter weather gave a good 
start to the season for Europe's theme 
parks, a type of family entertainment 
imported from America that is now 
spreading across Europe. No sooner had 
the French government and America's 
Walt Disney Company agreed in March 
on the building of a FFr15 billion ($2.5 
billion) Disney theme park outside Paris, 
than plans were unveiled for Britain's 
newest idea for “themed” leisure—a 
£135m ($220m) complex in the shell of 
what was once London’s Battersea power 
station. A further six such parks are 
under way in the two countries. They 
include in France the Smurfs park, cost- 
ing FFr870m, and the Astérix park, cost- 
ing FFr 700m, and in Britain the Wonder- 
World development at Corby, which is 
likely to cost £160m. 

The organisers trust that theme 
parks—leisure developments designed 
around one or more fantasy themes—will 
take off in Europe as they have done in 
North America. In 1985, about 94m peo- 
ple visited the 2,000-or-so parks in the 
United States and Canada. Disneyland in 
California (12m) and Disneyworld in 
Florida (12.9m) welcomed more than 
one-quarter of them. 

But the present signs are that the 
growth of America’s themed leisure de- 
velopments is beginning to slow. While 
attendances continue to rise at the two 
Disney parks, they have levelled off al- 
most everywhere else. The only big new 


Battersea offers weather-proof fun 


development planned is Disney’s Florida 
film studio, which will incorporate a tour 
along the lines of Universal Studio’s on 
the outskirts of Los Angeles. 

Europe has a long way to go before it 
matches American attendances. De Ef- 
teling in Holland, Europe’s biggest theme 
park, attracts 2.3m visitors a year. 
Though Europe has plenty of thrill parks 
crammed with **white-knuckle" rides, it 
has only a handful of true theme parks. 

European financial backers are wary, 
because some have been stung before. In 
September 1985, Britain’s Britannia Park 
went into receivership, with debts of 
around £9m,. three months after it 
opened. A combination of bad planning 
and British weather sealed its fate. The 
Disney name has served to reassure po- 
tential French backers of Eurodisney- 
land, due to open in early 1992; but less- 
famous emulators have had to look 
farther afield for their backing. Toronto 
Dominion, a Canadian bank and backer 
of a Canadian theme park, is putting up 
part of the money for the Battersea 
project. 

To attract more visitors, European 
parks are adopting the American system 
of pay-once-at-the-gate and get free rides 
thereafter. Visitors then spend as much 
on food and drink while in the park as 
they do at the entrance gate. At Alton 
Towers, the Staffordshire leisure park 
owned by Mr John Broome (who is also 
chief executive of Battersea Leisure), the 
entrance fee is £7.99 for adults and chil- 
dren, with concessions as low as £2.99 for 
pensioners. The average amount spent 
during the six hours-or-so that most peo- 
ple stay there is close to £13. 

If Battersea Power Station is success- 
ful, it may become the model for a new 
generation of leisure developments, not 
only in Europe, but also in America. 
Luckily for visitors to drizzle-prone south 
London, the park is to be built in the 
cavernous building that once housed the 





power station. Indoor theme parks are 
seen by American operators as a way of 
expanding in a static market. 

No big indoor park, however, has yet 
discovered the winning formula, At the 
West Edmonton Shopping Mall in Alber- 
ta, Canada, where 394,000 square feet of 
a 4m square foot shopping centre is 
devoted to a themed “Fantasyland”, 
shopping remains the main attraction. 
This is said to be true also of the Balti- 
more Power Plant, an indoor theme park 
in Maryland run by Six Flags. That could 
be one reason why Bally Manufacturing, 
the owner of Six Flags, announced on 
April 21st that it is to sell the company, 
which runs seven theme parks, two water 
parks and several other entertainment 
centres, to a private investment group in 
New Jersey for $350m. 


Coffee 


Has beans, will 
travel 





Mr Jorio Dauster, who was appointed 
head of the Brazilian Coffee Institute 
(BC) in February when his predecessor 
left under a cloud, arrived in London on 
April 15th hoping to sell a lot of beans. 
He is trying to arrange for the sale, in a 
depressed market, of coffee which Brazil 
bought at peak prices in 1986. Once last 
year's disaster is sorted out, Brazil's cof- 
fee industry ought to be able to look 
forward to a good year. 

Brazil's export target for 1986 was 14m 
bags. It managed to sell only 9.9m. The 
drought which hit the Brazilian crop was 
only partly to blame. Prices rocketed in 
early 1986 because of fears of restricted 
supply. Brazil fanned the fears by staying 
out of the market. As the price rose, 
producer quotas were automatically sus- 
pended, and other countries poured their 
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In March, 1987 


Knoll International Holdings, Inc. 


became the new registered name and logo 
for the privately held entity formerly called 


GFI/Knoll International, Inc. 


The companies within 


Knoll International Holdings, Inc. are: 


Color Tile 

Foam Products Group 
General Felt Industries 
Knoll International 
Sheller Globe 

The ‘21° Club. 





Attaché case, tan hide, lid over base, recessed edge, leather lined 18" x 12" x 42" 
£390. Document case, tan hide with zip, telescopic handles. 16" x 10" £145. Ruler, 
paper knife, magnifying glass, boxed. Purple lacquer & gilt. £80. Address books in 
case, business & personal. Black, blue or burgundy, buffalo. £49.50 


q Headquarters: 
as ^r, £ 
E. 22 Es 153 East 53 Street, Suite $901 


New York, New York 10022. 
sprey 


(212) 752-6660 
LONDON ` GENEVA - NEW YORK 
165-169 New Bond Street, London WIY OAR Telephone, 01 493 6767 Cables Telex, 25110 ASPREY G 
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sonomic liberalism 


5 Until America fell out with Japan over 
‘semiconductors (see page 65), most de- 
veloping countries in Asia could face the 
: future with confidence. The combined 
trade deficit of 25 countries tracked by 
the Asian Development Bank (ADB) de- 
"clined in 1986 to $1 billion from the $12.7 
billion of 1985. Exports increased by 9% 
‘< to $221 billion. Their average inflation 
"rate slowed to 5.5% in 1986. And inter- 
-national interest rates declined to their 
lowest level in eight years, reducing the 
region's cost of servicing its debt. 
; The figures hide some mighty differ- 
ences; for example, Singapore's GNP per 
person is over $7,420, compared with 
around $150.for Bangladesh. Nonethe- 
less, it is plain that most countries in the 
region were in better economic health 
last year. Whether the improvement will 
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Source: Asian Development Bank estimates 
continue is now questionable. 
"Trade wars have a habit of spreading, 


ca is either their first or second (after 
Japan) trading partner. American buy- 
ers take more than 20% of Thailand's 
exports; 13% of Malaysia's; 21% of 
:.Indonesia's; 18% of Singapore's; 36% of 
the Philippines’; two-fifths of Hong- 
_kong’s; over a third of South Korea's; 
* and about half of Taiwan's. Put a check 
"on.the American market—by tariffs, 
quotas, changing exchange ratés or, 
"eventually, American domestic reces- 
ion—and the Asian exporters will suf- 
"fer, and by amounts which will not be 
*made up by increased exports to Japan. 
The most obviously. at risk are those 
countries that America is pressing either 
to upvalue their currencies or to open up 








< the- export-driven. newly-industrialising 








“their markets, or both. They. are 





if trade wars flare across Asia - 


A trade war across the Pacific will do none of Asia's developing Counties 
any good. The prospect of American protectionism threatens th 
'owth just as many of its countries are converted to the virtues of 


region’s 


countries (NICs) of South Korea, Taiwan 
and Hongkong. In 1986, South Korea 
enjoyed GDP growth of 11.4%, Taiwan of 
9.9% and Hongkong of 8.7%. This year, 
the ADB predicts that their growth will 
slow to 6-8% because of softer demand 
in the developed world, protectionism, 
and increased competition. 

Singapore, the region's fourth NIC, is 
in à category of its own. It is still making 
adjustments to regain the competitive- 
ness lost by its ill-fated "high-wage" 
policy. The ADB forecasts that Singa- 
pore's GDP will grow by 596 this year—a 
big improvement on the 1.9% of last 
year and the fall of 1.8% in 1985. 

The countries least exposed to protec- 
tionist salvoes are Asia's most insulated 
countries. The ADB reckons that China 
and the South Asian countries of India, 
Pakistan, Bangladesh and Sri Lanka will 
all maintain current growth rates of 4- 
8% a year, largely because they have 
relatively little external trade. If good 
harvests increase local demand for man- 
ufactured goods, the GDP figures will 
blossom. Increased rice and grain out- 
put, for example, helped Pakistan's GDP 
to grow by 796 in both 1985 and 1986. 
The cost of such insularity, however, is 
unnecessarily low real incomes because 
inefficient domestic producers of every- 
thing from cars to computers are protect- 
ed from outside competition. 

Those protected producers become 
less competitive on world markets. A 
confidential World Bank report on India 
says that exports need to grow by at least 
6% in value a year in order to maintain a 
viable balance of payments. The World 
Bank calls on India to open up its 
markets. China has already faltered: to 
cut a trade deficit which leapt to $14.9 
billion in 1985 (and was still $12 billion 
last year), it had to slow its GDP growth 
rate to 7.4% last year from the heady 
12.3% of 1985. 

Fortunately, the creed of liberal trade 
is beginning to find adherents. In a list 
which is admittedly more impressive on 
paper than in practice, the ADB notes 
that the Philippines, Indonesia, South 
Korea, Malaysia, Thailand and Singa- 
pore are all actively secking foreign 
investment. Malaysia, for example, has 
relaxed its limits on foreign equity hold- 
ings; Thailand has reduced taxes on 
equity held by foreigners; Indonesia has 
eliminated some of its import monopo- 
lies and allowed foreign investors into 
areas once reserved for nationals. Pri- 
vatisation schemes are being drawn up 
from the Philippines to Nepal. Malaysia, 


South Korea, Taiwan and Thailand have l 


SINGAPORE < 


all opened up their stockmarkets to for- -_ 
eigners by floating investment funds on: 
big foreign stock exchanges. 

The liberalism will need careful nur- 
ture if the poorer economies are to 
mature, At the moment, much of Asia is 
perilously dependent on exports of pri- 
mary commodities. Jute, tin, rubber, 
rice and copra (coconut meat) are selling 
at prices up to two-thirds lower than they 
commanded in 1979. . 7s 

The halving of prices for crude-oil 
exports between 1985 and 1986 helped to- 
keep Malaysia's economy flat last year. 
and to push Indonesia into a 31% deval- 
uation of its rupiah against the American 
dollar. Their problems were compound: 
ed by the collapse in the prices of other — 
commodity exports from the region: for 
example, the price of palm oil last year 
fell by 5095; tin by 44%. The result is a. 
steep worsening of the terms of trade for . ' 
commodity producers like Bangladesh, . |. 
Indonesia, Malaysia, the Philippines and = 
Thailand. 
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Yet, as the growing prosperity of Thái- `. 
land shows, this need not be damaging: — 
for more balanced economies—-especial- 
ly for countries which are oil importers. 
Last year, Thailand expanded its manu- 
facturing output by 5%, and its exports 
of goods like shoes and textiles promise 
to bring further growth this. year of 
around 5%. The ADB reckons that Ma- 
laysia could be similarly blessed and, in 
the longer term, Indonesia and the Phil- 
ippines too—trade wars permitting. 

Asia's developing countries need not 
only foreign investment to promote the 
growth of manufacturing. but open mar- 
kets in which to sell the goods. With their 
access to markets already curbed by 
measures such as the Multi-fibre Ar- 
rangement and the American Farm Act, 
the countries rightly worry that more 
doors: will close if. Japan’s row with 
America (and Europe) continues. 

















--cks on to the market. Brazil started 
buying robusta coffee—supposedly to sell 
domestically in order to release its own 
higher-quality arabica for export. More 
probably, Brazil was simply trying to push 
the price up. 

If that was the plan, it failed. After a 
brief rise, prices dropped to half their 
early 1986 level. Brazil suffered not only 
because it had stayed out of the market: it 
was also stuck with 630,000 bags of robus- 
ta coffee, bought at $3,840 a tonne and 
now worth $2,080 a tonne. The IBC owes 
$150m to the pool of 18 coffee-exporting 
companies which it put together to carry 
out its buying operation. At current 





The Getty family sold its interests in 
Getty Oil to Texaco in 1984 partly to 
help resolve bitter and litigious feuding 
within the family. The subsequent dis- 
pute between Texaco and Pennzoil over 
Texaco's right to Getty Oil has left the 
family feuding as bitterly as ever. 

Most of the children and grand- 
children of J. Paul Getty, the founder of 
Getty Oil, agreed to divide the $3.5 
billion that they received from Texaco 
into four separate trusts. But they have 
been stymied by courtroom clashes be- 
tween Texaco and Pennzoil and the 
objections of Mr Gordon Getty, one of 
J. Paul Getty's five sons and the sole 
trustee of the Sarah Getty Trust, reposi- 
tory of most of the family's wealth. 

His relatives are taking legal action to 
try to enforce change. They hope that a 
Los Angeles court will soon order that 
he be replaced as sole trustee. His nieces 
and some of his nephews are angry about 
the way that the trust has missed the bull 
market in shares. This is because a 
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prices, the robusta will earn only around 
$80m. The rBC will make up the differ- 
ence by selling some arabica as well. 

Mr Dauster has decided that the BC 
will hold auctions—something it has not 


done since the 1970s. The auction should - 


help get rid of Brazil's price-fixing image: 
"I want the sale to be as transparent as 
possible," he says. The bags will be sold 
in small lots over the next six months, to 
try to avoid pushing prices down. 

Some analysts reckon that prices at the 
auctions will be so low that they will 
depress the market as a whole. But Brazil 
looks set to be compensated for low 
prices by a good crop this year. Frost 
permitting, the crop for the July 1987- 
June 1988 season is put at somewhere 
around 32m bags, compared with 11.2m 
in the previous season—the third worst 
crop of the century. The way things are 
going, Mr Dauster reckons that Brazil 
will export around 19m bags in 1987, 
nearly double the 1986 figure. 

A high volume of exports will help 
Brazil when members of the International 
Coffee Organisation get together to argue 
over quotas. Despite the collapse in 
prices, the ICO has been unable to agree 
on a resumption of quotas. Talks held in 
early March failed, mainly because the 
consumer countries (led by America) and 
a group of producing countries tried to 
get Brazil to accept a reduction from 
30.55% of the market to 28.8%. More 
negotiations are likely to take place in 
September. The more Brazil can sell by 
then, the greater its chance of retaining its 
market share. 


CGCT 
Calling Sweden 


PARIS 


For a smallish telecoms company that last 
year lost an estimated FFr200m ($28.9m), 
France's Compagnie Générale de Con- 
structions Téléphoniques has excited a 
prodigious fuss. For more than nine 
months, the French government has been 
trying to decide on a foreign partner for 
CGCT that would bring it new technology 
and make it a competitor for the bigger 
Compagnie Générale d'Electricité. 

CGE has about 84% of the French mar- 
ket in public switching equipment. CGCT 
has the rest. The lure is that a revived 
CGCT's market share could grow. Far 
from having to hawk for customers, the 
government has been overwhelmed by 
powerful foreign bidders for the 20% of 
CGCT which it wants to sell abroad and 
which it valued in February at FFr100m. 

To many members of the American 
Congress, CGCT became a test of Eu- 
rope's readiness to open up its telecoms 
markets. The Reagan administration 
openly rooted for AT&T which, together 
with Holland's Philips, was for long the 
front-runner. The West Germans wanted 
the French to choose Siemens, a choice 
which would have compensated Siemens 
for CGE's purchase last year of ITT's 


European operations with a foothold in- 4 


France’s telecoms market. 
Mr Alain Madelin, France’s minister of 
industry, was at first a strong backer of 





Gettying out of control 


NEW YORK 





Better put your trust in oils 


California judge has limited it to invest- 
ing in Treasury bills while the family 
sorts out its disagreements. 

Getty family members are not the only 
ones in the thicket of litigation. The J. 
Paul Getty Museum Trust, which wants 
free use of its endowment (from the sale 
of Getty Oil shares), has sued Texaco to 
enforce the indemnification which it and 
the family trust obtained from Texaco in 


return for their acquiescence in Texaco’s 
$10 billion takeover of Getty Oil. Texaco 
asserts that the $10.3 billion judgment 
obtained by Pennzoil against it “falls 
outside the scope of the museum's in- 
demnity". That could leave the trusts 
unprotected against claims brought 
against them by Texaco shareholders. 

In addition, several former Getty Oil 
directors are suing insurance companies 
for removing their personal liability in- 
surance as directors. They include Mr 
Laurence Tisch, the chairman of cBs, 
and Mr Alfred Taubman, the owner of . 
Sotheby's, the art auctioneers where Mrs 
Gordon Getty is a director. 

And the three daughters of George 
Getty, Mr Gordon Getty's late half- 
brother, are suing Mr Moses Lasky, Mr 
Gordon Getty's lawyer, for malpractice. 
They have named Kidder Peabody, Mr 
Getty's investment bank, as a defendant. 
Mr Martin Siegel, a self-confessed insid- 
er dealer, worked for Kidder Peabody 
and was the Sarah Getty Trust's invest- 
ment banker at the time of the Getty Oil 
sale. He was also at the time giving inside 
information about the deal to Mr Ivan 
Boesky—himself no stranger to lawsuits. 

































71 














AT&T, which he thought would bring 
France the best technology. The sole 
French customer for public telephone 
exchanges, the Direction Générale des 
Télécommunications, disliked Siemens’s 
product. But staying sweet with the West 
Germans was a big concern to the French 
Ministry of Finance. 

As pressures from Bonn and Washing- 
ton began to cancel each other out, the 
attractions of a third candidate, the Swed- 
ish telecom giant Ericsson (allied with the 
French weapons-telecom company Ma- 
tra) grew. Its technology was reckoned a 
match for AT&T's. It had no opponents 
inside the French government. And the 


Manufacturing methods 


choice of Ericsson would be European, 
though not EEC. 

A few days before a meeting in Paris on 
April 21st to pick CGCT's partner, Erics- 
son announced a deal with Matra on radio 
telephones, which strengthened its bid. 
Matra's boss is Mr Jean-Luc Lagardère. 
As boss also of the publishing house, 
Hachette, he was the big loser in the 
recent battle for the purchase of TF1, 
France's leading television channel. 
Choosing Ericsson-Matra was a way of 
not rebuffing the powerful Mr Lagardére 
twice in one month. On April 23rd it was 
duly announced that Ericsson had indeed 
won the coveted 20% share of CGCT. 


The export of a Japanese idea 


Just-in-time (JIT), a production method wb esr ede in Ja 
sumed some of the mystique of an oriental philosophy. 


n, has as- 
uch of it is 


n common sense—as more American and European companies are 


operetta to tok benefit 


General Motors, IBM, Hewlett-Packard, 
General Electric and Black & Decker are 
among the big American companies that 
have adopted just-in-time production 
methods. European companies are join- 
ing them. Britain’s state-owned Rover 
Group is the latest recruit. Its car division 
has announced that “preferred suppliers" 
will get long-term contracts to provide the 
bits which make up more than half of its 
production costs. 

A close relationship with suppliers— 
often called co-manufacturing—is one of 
about 40 JIT techniques, not all of which 
are made-in-Japan. Marks and Spencer, a 
successful British retailing group, has 
been closely tied to its suppliers since the 
1920s, when it recognised that mass man- 
ufacturing and mass retailing had some- 
how to be linked together. 

But Toyota is accredited with systema- 
tising JIT. The Japanese carmaker defines 
it as the “reduction of cost through the 
elimination of waste”. It spread through- 
out Japan in the 1970s as a logical way to 
manage a large flow of materials. Materi- 
als do not increase in value unless they 
are being processed. So profits are in- 
creased when inventory and safety “buff- 
er stocks" are reduced or replaced by 
small, frequent deliveries. 

Unlike automation, JIT is not capital- 
intensive. Mr Chris Voss, the professor of 
manufacturing policy and strategy at Brit- 
ain’s, University of Warwick, reckons that 
the average manufacturing company puts 
three-quarters of its effort into reducing 
labour costs, which often represent no 
more than 10% of its total costs, instead 
of concentrating on materials, which can 
represent more than half its costs. 
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One of JIT’s core techniques is called 
kanban—Japanese for “shop sign". Sup- 
pliers identify their materials by attaching 
cards showing their particular signs. 
When a card is returned from a factory, 
the supplier knows it is time to make 
another delivery. 

Many companies claim that the devel- 
opment of JIT into a powerful manage- 
ment system has brought them rapid 
success. A small but typical example is 
Tektronix, a leading American manufac- 
turer of oscilloscopes. It introduced JIT 
two years ago at its British plant. Last 
year, Tektronix UK launched a low-cost 
oscilloscope designed in-house to com- 
pete with cheap machines imported from 
Asia. It can make the new oscilloscope in 
seven hours with JIT, compared with the 
35 hours it takes with the pre-JIT ap- 
proach. The value of the work in progress 
flowing through its factory at Hoddesdon 
in Hertfordshire is down from £2.4m 
($3.9m) to £400,000; the lead time of 
suppliers is down from 25 weeks to 12 
weeks. Mr Guan Tan, Tektronix UK's 
general manager, says this revolution in- 
volved a lot of team work. 

JIT does more than reduce inventory. It 
requires some companies fundamentally 
to change their ways. Rather than maxi- 
mise output and machine performance to 
produce as much as possible, JIT involves 
making only as much as is needed, when 
it is required. It is a *demand pull" rather 
than a “supply push" system. 

A factory may have to be physically 
reorganised around machines working in 
clusters. As this suits robots and automat- 
ed assembly cells, JIT can ease the intro- 
duction of new manufacturing technol- 


ogy. At IBM's Havant plant in Britain, JIT 
and computer-integrated manufacturing 
build large disc-file storage systems. The 
plant claims an eightfold increase in reve- 
nue per employee and a fivefold reduc- 
tion in manufacturing time. IBM has made 
the plant its worldwide supplier. 

Employees have to take on greater 
responsibilities, particularly for quality, 
with authority to stop the production 
line—something that would have been 
anathema to the first Henry Ford. Toyota 
workers stop their line up to 18 times in 
an eight-hour shift to prevent shoddy 
workmanship passing through. 

Quality is improved by infecting suppli- 
ers with the JIT philosopy. At the Buick 
City plant of General Motors at Flint in 
Michigan, nearby suppliers are encour- 
aged. The plant has cut the number of its 
suppliers by about half to 560. Deliveries 
are made to 22 receiving locations, none 
of which is more than 300 feet away fro 
any part of the assembly line. Technolog, 
makes orders fast and paperless. Elec- 
tronic Data Systems, a subsidiary of GM, 
has 98% of its suppliers’ shipping loca- 
tions linked into the plant's computer. 

Simplicity is essential. Standardising 
and reducing components saves materials 
and makes automation easier. At Hew- 
lett-Packard's Colorado plant, circuit 
boards are designed with JIT (and robots) 
in mind. It is then easier and quicker 
when using the boards to introduce new 
products and maintain a flexible manu- 
facturing system. 

The volume of materials flowing 
through a factory is reduced by JIT, mak- 
ing bottlenecks and other problems more 
visible. A favourite analogy is with water 
in a river. When the level of water falls, 
rocks start to appear. The rocks can then 
be removed rather than hit. It can, for 
instance, become plain that it is pointl 
automating a warehouse because 
warehouse itself is unnecessary. 





So here it is, just in time 
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WHAT HAS YOUR BEAR DONE 
FOR YOU LATELY? 


For example, has he been giving your investment portfolio the in- 
dividual attention and skill it needs to perform consistently well? Year in 
and year out? In good times and bad? 

If not, consider the time-tested credentials of Bank Julius Baer, one 
of Switzerland's most prestigious private banks. We have specialized in 
international asset management for over 40 years, serving a demanding and 
growing clientele around the world. 


Bank Julius Baer. We can do a lot for you. 


caR BANK JULIUS BAER 


Roo 
For the fine art of Swiss banking. 


Bahnhofstr. 36, CH-8ÓI0 Zurich, Tel. (01) 2285111 
Bevis Marks House, Bevis Marks, London EC3A 7NE, Tel. (01) 625 4211 
330 Madison Avenue, New York, N. Y. 10017, Tcl. (212) 949-9044 
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Mowing i in the Same Direction 





Lucky-Goldstar is a group of 23 
Korean companies working in chemistry, 
electronics, and services. For each of the last 
five years, annual growth has averaged 24%, 
with sales festing the U$12 billion mark in 
1986. 

Today, Lucky-Goldstar products and 
services ranging from engineering plastics, 
home appliances and fiber-optic communi- 
cation systems to construction, finance and 
trade are helping to create a better quality 
of life both at home and abroad. 

We also operate Korea's v largest private 
research institutes, investing 4.5% of sales 
into R&D each year. 

But these accomplishments aren’t ours 
alone. 

Successful partnerships with such com- 
panies as AT&T, Hitachi, Siemens, and 
Caltex are doing a lot to stimulate mutual 
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growth, while promoting economic 
ment and free market systems in oth 
countries as well as our own. ; 
Overseas subsidiaries like Golds 
America (in Huntsville, Alabama) ar 
tributing to higher employment, too. 
management systems that are resulting in 
greater worker satisfaction, lower absenteei 
and better quality off the production | 
Lucky-Goldstar. A team of 70,000. in 
dividuals working together with com 
around the globe. Bringing the world" 
latest technologies to Korea, and the frui 
of Korea's can-do spirit to the world. 
‘Take time to find out more about. 
Lucky-Goldstar. Contact the Business Devel- 
opment Dept., Lucky-Goldstar Int'l Corp 
CPO Box 1899, Seoul, Korea. Phone (02) 
776-6517, Telex K27266 IGINTL. 





E LUCKY-GOLDSTAR 


Business fields of Lucky. -Goldstar companies: 





Chemistry Ti Lucky, Ltd. Lucky Advanced Materials Electronics, Electrics & Co 


unications (Goldstar Co., Ltd. Goldstar 


CiGoldstar Telecommunication [Goldstar Electric |. Goldstar Instrument & Electric! ) Goldstar Precision.) Goldstar Electric Mac 


LJGoldstar Semiconductor (^ Goldstar-Alps Electronics 1 
Refinery (J Korea Mining & Smelting Construction and Engineerii 


. Securities 7 Pan Korea Insurance] Goldstar Investment & Finance) Pusan Investment & Finance Trade and 


Goldstar-Honeywell (7 Goldstar Magnetech Energy and Resources!) Hon: 


Lucky Development] Lucky Engineering Financial Services t! 


istribution: ^ Lucky-Gol dst 


imemational Hes Sung Public Service The Yonam Foundation D The Yonam Educational Institute Sports (J Lucky-Goldstar Spo 
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COME TO THE BUSINESS CENTRE 


OF BRUNEI. 


COME TO THE SHERATON UTAMA. 


More than just the premier 
hotel in Brunei, a resource to 
assist your business dealings. 

The Sheraton Utama busi- 
ness centre offers secretarial 
services, including document 
collation, telex, facsimile and 
courier facilities. 

The Mallet Lounge to meet 
and plan. The Heritage. Brunei's 
finest restaurant, to set the seal 
on business discussions. 

All complemented with the 
renowned Sheraton service 
and attention to detail. 

For reservations call your 
nearest Sheraton Hotel, 
International Sales & Reser- 
vation Centre, or your Travel 


Agent. 





© 
Sheraton Utama Hotel 
Brunei 
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Business International Conference 





INTERNATIONAL COMPANIES 





with OLIVER TAMBO 
President of the ANC 
and other guest panelists 


Mayfair Inter-Continental 
London 
Wednesday, May 27, 1987 


Å trican National Congress (ANC) goals and 
tactics are directly and indirectly helping to 
shape the future of South Africa and its rela- 
tions with international companies. 


Oise Tambo, President of the ANC, has 
agreed to participate personally in this con- 
ference, so that international executives with 
responsibilities for South Africa can directly 
hear and assess what the ANC aims to achieve, 
and how. 


The role of the ANC—along with political 
reforms, future sanctions, corporate critics, and 
South Africa’s economic outlook—will be the 
focus for reassessing the choices for companies: 


e To disinvest, now that over 100 
companies have quit; 


e To stay, as many others have carefully 
decided to do. 


The conference is closed to the press and all pro- 
ceedings are off-the-record. 


Fee: $600 per executive. For further details and a registration 
form, phone or telex: 


New York: Carol Kirschenbaum, (212) 750 6300, tlx: 234 767 
Geneva: Lisa Sandberg, (022) 47 53 55, tlx: 422669 
London: Margery Georges, (01) 741 4661, tlx: 939844 







The Euromarkets grew up in London 30 
years ago because that city’s regulations 
; were lighter than elsewhere. Euromarket 
bankers could have as little capital as they 
. felt like. They could try any new financial 
.technique they could make—or lose— 
"money. from. They could get away with 
squeezing money out of other banks by 
manipulating markets. Although life was 
. Tough, it was seldom crooked. Any vic- 
-fims were other banks, not widows and 
- orphans. 
. Such freebpoting days are almost over. 
The main aim of Britain's Financial Ser- 
vices Act, put on the statute book last 
year, is to protect private investors. But it 
down rules for all securities business 
. ritain—including international mar- 
; a» Such as Eurobonds and. Euroequi- 
: ties, even though these are wholesale, not 
retail, markets. For the first time, the 
~Euromarkets, one of the world's largest 
/ capital markets, will be subject to rules. 
. Investment bankers are already squirm- 
ing, and wondering aloud whether it 
might be better to up trading floors and 
move elsewhere: 
> The new regulatory system is confuiing 
- as wellas worrying them. It is supposed to 
bein operation by the end of this year but 
“rivalry among competing regulatory bod- 
ies is putting this deadline in doubt. In 
theory, the Securities and Investments 
Board (sis) is sesponsible for Britain's 
securities markets. It will delegate the 
supervision of banks and brokers in the 
Euromarkets and in London's stockmar- 
ket to a self-regulatory organisation: the 
Securities Association, formed by a merg- 
er of the old Lo 





































Tying down the Euromarkets 


don Stock Exchange and 


the International Securities Regulatory 
Organisation (ISRO), which represented 
Euromarket firms until last year. 

In practice, other regulators are trying 
to muscle in too. The Department of 
Trade and Industry is promising new rules 
for the primary (new issue) market in 
Eurobonds and shares. And the Bank of 
England has frightened London’s interna- 
tional investment bankers with the three 
discussion papers on securities regulation 
it has published already this year. 

One paper is about capital backing for 
swap exposures. The Bank of England’s 
right to regulate swaps, which are deemed 
a banking product rather than a security, 
is not disputed. But the «capital ratios 
which the Bank (in cahoots with Ameri- 
ca's Federal Reserve) is proposing are so 
strict that they threaten to make it un- 
profitable to arrange swaps in London. 

A second Bank paper on “large expo- 
sures" covers banks that underwrite secu- 
rities. It wants a bank underwriting an 
issue worth more than 60% of its capital 
to notify the Bank after doing so, and a 
bank involved in a deal worth over 15096 
of its capital to notify the Bank in ad- 
vance. These proposals have confirmed 
the old suspicion of foreign securities 
houses that the Bank of England has little 
understanding of the Euromarkets. 

Such rules would make it virtually 
impossible to underwrite big new Euro- 
bond issues in London. Speed is the 
reason. As the senior official of an Amer- 
ican bank in London says 

We have to take instant decisions on bidding 

for Eurobond mandates, throughout a 24- 


hour day. There isn't time to go round to 





Luxembourg: 


have tea with the Bank of England. Th 
Bank doesn't understand that underwtitin 
are not like bank loans. 


The Bank of England's third paper, 
thé regulation of wholesale: mari 
even worse. The capital ratios it 
for inventories of securities have pu 
odds with. the Securities Associ 
which is meant to be responsible ru 
on capital adequacy for securities firi 
Because of this disagreement with th 
Bank, the Association has not yet pi 
duced the ratios that it was supposed 
announce earlier this year. 

The Bank has taken an extreme. 
tion on capital adequacy for Eurobonds. 
An inventory of gilts of one to five yea 
maturity must be backed by capital wort 
6% of their value; an inventory of gilts o 
more than five years’ maturity by capital 
worth 9% of their value. For Eurobonds 
the Bank proposes even more conserva- 
tive ratios—11% backing for those of one 
to five years’. maturity; 12% for 
with maturities of more than five yea 
Its justification for this strictness is tha 
portfolio of Eurobonds exposes a mar 
maker to credit risk (the borrower mi 
default) as well as market risk (price 
could collapse). 

Such ratios are'stricter than those in 
New York or any other leading financial 
centre. If they, or anything like then 
were to come into force they would have 
a dramatic impact. Many firms reckon 
that they would. need twice as much 
capital as they have now. Swiss Bank 
Corporation International is a case in 
point. It now has about £120m ($195m) of 
capital, reserves and retained earnin, 















































market is already at an all-time 
because intense competition has cut 
derwriters' profit margins. To double 
banks’ capital, and therefore halve thei 
returns on equity, would make Lor on 
such a costly place that other Euroy 
centres could profit. 

To be fair to the Bank of England, it 
stresses that its proposals are open to 
discussion. Its paper leaves open the . 
question of whether banks that hedge 
positions should be allowed lower ratios; 
The likely compromise: London will 
come a much dearer place to do business, 
but not so expensive that banks defect. to 














































After the SIB has approved its SROS; it 
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will turn to the markets themselves, 
which are to register as recognised invest- 
ment exchanges and draw up rulebooks. 
Eurobond firms and regulators are pre- 
paring for a battle royal over the rulebook 
of the Association of International Bond 
Dealers (AIBD), the Zurich-based group- 
ing that plans to be the exchange for 
Eurobonds (Euroequities are to be under 
the Stock Exchange). The sticking point 
is the SIB's sensible insistence that all 
trades must be reported and published so 
that investors and regulators who suspect 
monkey business can check back through 
details of trades. 

The board may also insist that traders 
use "firm" prices, which means that if 
they advertise a bond at one price, and a 
caller wants to deal at that price, they 
cannot then change it. By far the simplest 
way to record trades and to secure firm 
prices would be to have screen-based 
trading. The SIB is therefore encouraging 
the AIBD and the Stock Exchange to 
develop systems similar to NASDAQ, the 
American over-the-counter equity mar- 
ket, and to SEAQ, the screen trading 
system for London equities. 

On the Reuter screens at present used 
for Eurobonds, each market-maker lists 
all the bonds it trades, simply with indica- 
tive (unfirm) prices. Trading is by tele- 
phone and telex. In contrast, SEAQ and 
NASDAQ list under each share the names 
of all firms making a market in it, and 
their prices. These prices are firm except 
for large trades. Details of all trades and 
prices are recorded electronically. 

Regulation and screen technology are 
marching hand in hand, but both are 
anathema to most Eurobond traders. The 
American investment banks, which are 
the biggest Eurobond market-makers, 
are particularly hostile to the idea of 
“transparent markets"—that is, markets 
where all participants can see what all the 
others are up to. Many nod when Mr 
Archibald Cox, the senior partner of 


Leaps and bonds 


Total bonds outstanding, $bn 
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[ues 
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Morgan Stanley International and a 
member of the SIB, says: 


We can report trades to the regulators, but 
what would they do with the truckloads of 
computer printouts we would give them 
every day? Screen trading and firm prices 
are unnecessary: private investors are al- 
ready protected, if you deal in an agency 
capacity, by rules which say you have to give 
the best price. And they would not work for 
bonds, for if you trade thousands of issues, 
you cannot keep firm prices up to date. 


Far more than equity prices, bond prices 
tend all to move at once, since they 
depend on interest rates. The difficulty of 
updating 1,000 prices instantly could 
mean losses if traders have to deal at out- 
of-date prices. This helps explain why 
there is not yet a screen-based trading 
system for bonds. However, the AIBD 
claims that new technology will allow 
thousands of prices to be adjusted at the 
flick of a switch. 


Trading trickery 

Traders are secretive folk: they fear that 
if another bank can look at their prices 
and deals, it may be able to divine their 
positions and to take advantage. If, for 
instance, a bank discovered that a mar- 
ket-maker was short (had not got enough 
of a certain bond to meet obligations), the 
bank could buy more bonds from the 
market-maker to make it even shorter 
and so increase its difficulties. Nobody 
need despair. It is possible to frame rules 
which offer some protection to banks' 
secrecy: for example, trades could be 
reported to the exchange immediately, 
but not published for 24 hours. 

Dealers like to advertise one price and 
deal at another. It allows them to favour 
valued clients. It also leaves them more 
room for profitable manoeuvre. Quotes 
of bid and offer prices are made before a 
dealer knows whether a caller wants to 
buy or sell, but if the trader can guess the 
caller's intention he can shift the bid and 
offer price to his advantage. The AIBD is 
unlikely completely to stamp out variable 
prices. It will probably allow flexible 
rather than firm prices for large trades, of 
perhaps over a $1m. And it will probably 
allow negotiated prices for the smallest 
lots, of less than 250 bonds. 

If large block-trades between profes- 
sionals remain subject to the law of the 
jungle, how will screen systems and firm 
prices improve the Eurobond markets? 
Compulsory firm prices, even for limited 
amounts, would weed out the many mar- 
ket-makers that deal only when it suits 
them. That would help increase confi- 
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The Eurobond jungle 


dence. More investors will come int 
market when they are reassured that it is 
generally fair and open, and that if they 
suspect foul play they can check back 
through records. The experience of SEAQ 
suggests that screen systems increase 
turnover. As Mr Stanley Ross, head of 
Eurobond trading at Deutsche Bank Cap- 
ital Markets, says: 


A screen saves the investor having to make 

15 calls to find out what everyone's prices 

are... I remember when there was resis- 

tance to dealing by telephone instead of 
telex. Screens will come because the worst 
problem in the Eurobond market today is 
the lack of liquidity. More transparency 
would boost liquidity. 
Despite resistance from many of its mem- 
bers, the AIBD has started work on a 
screen-based system. As a preliminary 
step to meeting the SIB's requirements on 
trade reporting, in January the 7777 
asked its 860 members to report t 
prices at the end of each day. Since 
March, firms have had to report their 
highest and lowest daily prices for each 
bond. The AIBD hopes that eventually the 
system will allow small trades to be exe- 
cuted automatically. Larger deals will still 
be clinched on the telephone. 

The biggest trading houses would prob- 
ably suffer most from a screen-based 
trading system, because investors would 
no longer need to rely on the biggest to 
find the best prices. Smaller banks which 
lacked specialist salesmen would find it 
easier to win business via the screen. 
Although there will always be a role for 
skilled salesmen with original ideas, 
screens and automatic trading could 
mean that firms need only half as many 
traders and salesmen as they do today. 
Huge trading rooms could become as 
redundant as the old London Stock Ex- 
change trading floor. 


THE ECONOMIST APRIL 25 1987 






ight to regulate the own- 
panieés incorporated in their 







majority of “disinterested” d 
jurisdiction. These are defined as non-insiders; 10: 
By a six to three vote, the court on who are not directors or officers of th 
April 21st upheld an Indiana law, passed company. However, the buyer o 

in March 1986, that gives shareholders in equity stake has the right to demand t 
companies incorporated in the state the a shareholders’ meeting be called : 
right to decide whether an acquirer of — 50 days of his purchase to decide whet 
20% or more of a company's shares can his shares may be voted. 
have voting power with those shares. The Supreme Court's decision has be 
Under the law, a'20%-plus equity stake widely interpreted as a reflecti r 

























E «harder to on hostile takeovers. They 
vh asserted the legal doctrine that 
















Golden dreams or lead balloons? _ 1. Prices could plummet. - 


Short-term optimism for gold is. 
T - bing off on other precious metals. 
|. (Last year, investors ght more gold than at any time since the boom being totally out of fashion, silver pri 
.] which sent prices soaring by by 133% in 1979 and past $800 an ounce in 1980. have shot up by an impressive 47 
The recent Ju ump in gold dott Sook out shares) has made bullion bulls — dollar terms this year. In 1986, silver 
‘claim the glitter is b 












optimistic the only precious metal to be lower in 
ef price at the end of the year than it was 
In 1986, investors bought around 23m So far this year, however, investor the beginning. 
ounces of gold, according to Goldman interest in gold has picked up as the For years, silver has been in chroni 
Sachs, an American investment bank— - dollar has slid. The price has hit a four- oversupply, worsened by price manipu- 
Fs far from the 1979 level of 28m. ^ year high at $458 an ounce, and market. lation by America's Hunt brothers in - 
This was more than double their pur- euphoria is arousing interest from hun- — 1979-80. Quietly, though, mines have | 
chases in 1985, but it did not spark ^ dreds of small-time investors. Half those ^ been cutting back on output and indus- 
anything like 1979s boom in the gold. Aunt Agathas could make a tidy pile; the ^ trial demand has been rising. Russia and. 
price. In 1986, dollar gold prices rose other half could lose their skirts. Here's China used to be sellers, but both have 














































only 20%. In yen terms, they actually ^ why.’ been buying silver since 1982. Stocks are 

went down. What depressed them? Gold prices could move up in the now falling fast, after declining by 17% 
The first reason has received little “short-term—not because of solid factors last year. 

publicity. Communist countries have like inflation or tightness of supply, but Platinum and palladium have also be- 


been selling a lot of gold. Last year they because of the “weight-of-money” be- come popular. Platinum prices rose by 
exported around 13m ounces, 71% more hind it. Even a smallish shift of fundsout around 50% in 1986; and by 28% so far 
than their 1985 sales. Russia sold about of shares and bonds into gold could send. this year, to more than $600 an oun 
10m ounces—presumably pushing up the market to the skies, despite condi- Palladium roughly followed suit. Both 
sales because of lower revenues from oil — tions being considerably less favourable metals benefit from unrest in South Afri- 
d' gas. Chinese exports of gold also — than in 1979. ca, which mines 8095 of the West's 
sharply in 1986, mainly because of a After that, beware. There are underly- platinum (palladium is a by-product). ' 
"/decade-old government-led gold rush. ing factors which should be causing long- But gold’s longer-term tale holds true for 
- Now China wants to cash in. on the — er-term worries about gold: its sisters. In silver, America's minersare 
slightly stronger prices. € The extra mine supplies could, say — keen to re-open their abandoned mines- 
Second, new production from Austra- some analysts, cause a yearly gold sur- if silver picks up from its present price of 
lia, Canada, Brazil, Papua New Guinea  . plus (ie, new production versus demand close: to $8 an ounce. Stocks, although 
and elsewhere began to hit the market. for making things) of more than 20m declining, are still at a hefty six months' 
Mine production rose 4.6% last year to ounces. consumption. 
~: 38.9m ounces. The growth in output will — € If equities fall and recession looms, Investor interest in. 1985-86 led to a 
. be more prominent in five years or so then a prolonged interest in gold cannot ` platinum Klondike. Canada's gold-dig- 
and could bring about a glut in the metal. be counted upon. During most of the gers claim they are finding new platinum 
At the same time, investors’ hoary old — 1980-81 recession, the gold price fell (see mines. Also coming onstream is Ameri- 
argument for buying gold—fears of ram- — chart). There is no obvious reason why it — ca's only platinum  mine—Stillwate 
pant inflation—looks — other-worldly, . should not do so again. Consolidated Gold Fields will soon 
even given the sharp fall of the dollar. — € Excitable new investors in the gold ^ mining platinum, too, in South Afri 
All this looks rather bearish for the long market could have a dramatic effect alongside the two qu Rustetibü 
term. when the mood changes and they decide and Impala. 
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ards takeovers—or, 
judges’ ability to shift with the prevailing 
litical winds: It has also been touted, 
rightly, by state governments as an histor- 
ic victory for the doctrine of states’ rights. 
: Addressing the argument for a free mar- 
ket in corporate control, the Supreme 
Court said: “The Constitution does not 
"require the states to subscribe to any 
< particular economic theory.” 

However, in their eagerness not to be 
seen to approve of corporate raiders, the 
judges appear to have ridden roughshod 
- over the principle of one share, one vote. 




















holders' democracy. 
.. The present fashion for regulation i is, of 
Course, a response to insider trading scan- 
dals. It is usually forgotten, however, that 
Mr Ivan Boesky was a speculator in 
takeover stocks and not a corporate raid- 
er. Though most freelance raiders have 
in low this year, there have been plenty 
hostile takeovers mounted by compa- 
es. After a hiatus caused by the rush of 
deals before the year-end and by tax 
reform, Wall Street investment banks 
report that the number of deals is getting 
ick to last year's frenzied levels. 
By lengthening the time any hostile 
deal will take (because of the 50 days the 
acquirer must wait before demanding a 
vote), the Indiana law increases the risk 
of failure and financial losses in leveraged 
buy-out deals. That is significant because, 
so far this year, leveraged takeovers (ie, 
nanced by debt) have b2en remarkably 
unaffected by the more hostile political 
climate. Thus, despite its much-publi- 
cised problems, Drexel Burnham Lam- 
bert increased its share of new issues in 
the high-yield (junk) bond market in the 
vr quarter of 1987 from 47.9% to 
49.5%, raising $3.4 billion of junk paper 
compared with $2.1 billion in the first 
quarter last year. 

“It is unlikely that after-the-event regu- 
lation and legal tinkering will really put 

n end to takeovers. But two changes in 
arket conditions would. These are a 
rying up of the same liquidity. which 
uses investors to buy junk bonds and to 
send share prices ever higher, and à sharp 
upward spike in interest rates. Both have 
yetto happen. 


okyo stockmarket 
crashing rise 








Has the looking-glass world of the Tokyo 
stockmarket invented a way for the mar- 
ket index to keep rising while the prices of 
most stocks tumble? The Tokyo stock- 


put another way, of. 


This is an odd interpretation of share- - 


market’ s most closely watched indicator, ] 





and has risen 2896 this year. Yet, for the 
past month, stocks losing ground have 


: outnumbered gainers in Tokyo on more 


days than not. 

‘The ‘losers reflect the underlying eco- 
nomic fundamentals. Forecasters guess 
Japan’s GNP growth for the fiscal year to 
March 31 1988 will be 2.6%, only a little 
higher than fiscal 1986's 2.4% . Corporate 
profits are expected to increase by.a mere 
1%, after an 18% fall in fiscal 1986. The 
steady appreciation of the yen and wors- 
ening trade friction are also bad news. 

The gainers reflect the factor that has 
driven the market for the past two 
years—the weight of money generated by 
saving and by firms. putting cash into 
financial rather than capital investment. 
Investment in equities by Japanese insti- 
tutions, which is estimated to have ac- 
counted for. 80% of all domestic net 
equity investment, increased by 125% in 
fiscal 1986, with the institutions increas- 


ing their domestic equity assets by Y13_ 


trillion ($90 billion). 

So heavy is the flow of new money that 
only a few stocks now offer sufficiently 
liquid markets for institutional investors. 
It is this narrow range of “large-cap” (ie, 
capitalisation) stocks that has driven 
much of the market's rise this year, while 
smaller stocks have fallen in price. Gains 
by a few large-cap stocks on any particu- 
lar day can easily outweigh in the market 
index falls by many smaller ones. Inves- 
tors think the liquidity of these stocks 
means that they can get their money out 
fast if a crash comes. 

Investors are rotating their money, 
mostly in an ever upward spiral, between 
the large-cap stocks in sectors such as 
property, construction, financial services 
and drugs. The choice seems to depend 
on which industries their brokers are 
pegging as an investment theme that day. 
Periodically, for diversion, brokers take a 


Tokyo rose 


Japan's: 


government 
bond yields 








24,000 for the first time on April 22nd, 








-Four winners from the Tokyo bull mar- ] > 
_ket have been Japan's “big four" securi- 
ties companies—Nomura, Daiwa, Nikko 
and Yamaichi. On April 22nd, they 
reported an average: 54% increase in pre- 
tax profit for the six months to March 
31st to an aggregate Y 639.8 billion ($4.5 
billion), fattened by commissions and 
fees from the privatisation in February of 
NTT, the domestic telecommunications 
giant. At this rate, Nomura Securities 
could this year pass Japan's leading car- 
maker, Toyota, as. the popat’ s top 
profit-earner. 


Brokers’ ‘bonanza 


Japanese sec securities houses, si months to 
March 31st 1987 4. 






























































fancy for a sector such as brewers or 
consumer credit companies. 

Many Japanese analysts feel that share. 
prices ought to fall to more realistic 
levels, but cannot bring themselves to 
believe that they will. The proposed tax 
reform, which would reduce the tax 
breaks for small savers on deposit inter- 
est, is also expected to push more money 
towards the stockmarket. Expectations of 
a further cut in interest rates, and the 
declining appetite of Japanese investors 
for dollar bonds, are adding to demand 
for Japanese shares. 

The switch out of dollar bonds has. 
served as a reminder that not all ~~~ 
money released for investment auton 
cally ends up in the stockmarket. Aw. 
chunk of the proceeds has gone into yen 
‘bonds, further strengthening the Tokyo 
bond market. The yield on the bench- 
mark government 89th issue has fallen 
from more than 5% at the beginning of 
the year to 3.6%—below that of many 
free-market interest rates on deposits. 


Pre-emption rights 


A right to buy, a 
right to manage 


Pre-emption rights give. existing share- 
holders in a British company first crack at 
any new share issue it makes; Britain is 
the only country to have enshrined such 
tights in law. The effect, critics say, is to: 


. hamper multinationals’ scope for attract- 



















ing international shareholders. For a 
while, investors seemed to agree; they 
waived their rights on several overseas 
Share placings. But, in the past few 
weeks, some of Britain’s biggest institu- 
tional investors have begun a battle to 
keep this incumbents’ charter alive. 

There have already been two casual- 
ties. Fisons, a pharmaceuticals firm, 
scrapped a £110m ($178m) international 
share placing, equivalent to 5.5% of its 
authorised capital, on April 16th after 
fierce opposition from some big inves- 
tors. To avoid similar problems, C.H. 
Beazer, a building products group, has 
halved a planned issue of shares as Amer- 
ican Depositary Receipts to £40m, or 5% 
of its authorised capital. Crucially, this is 
the level above which the institutions balk 
at giving up rights (though the figure 
appears in no law). 

This does not mean that all such offer- 
` 3s are being stymied. Barclays Bank 

ceived approval from shareholders on 
April 22nd for a £210m offering (4.9% of 
authorised share capital) in America and 
Japan—though not without grumbles 
from some investors. 

Pre-emption rights were given legal 
force in Britain in the Companies Act of 
1980, though shareholders could waive 
their rights for up to five years. The 
London Stock Exchange’s rules used to 
be stricter—any firm wishing to offer new 
issues for cash to new shareholders had to 
get special permission from existing ones, 
which took at least three weeks. Then, in 
October 1986, the Stock Exchange re- 
laxed its rules, allowing firms to offer new 
issues to new investors without existing 
shareholders’ approval, once they had 
given their general consent. The new 
rules speed up the process of internation- 
al share offerings. 

"T^ critics or supporters of rights, the 

often appears cut and dried. It isn’t. 

28 see pre-emption rights as an old 
City cartel among the big investors— 
precisely those that have benefited from 
Big Bang and its cartel-busting. In a rights 
issue, shares are often offered at a dis- 
count to the market price, sometimes as 
high as 40% , so existing shareholders pick 
them up cheaply. The main shareholders 
often sub-underwrite the issue, meaning 
they buy chunks of it from the main 
underwriter and sell it on, taking a hand- 
some commission of between 1195 and 
4% in return for shouldering not much 
risk. On overseas' placings, they get nei- 
ther the discount nor the fee. 

Second, pre-emption undermines man- 
agers' mandate to raise money as cheaply 
as possible in the markets they think fit. 
As part of its case for relaxing its pre- 
emption rules, the Stock Exchange noted 
that there are now “‘greater opportunities 
for some [British companies] to raise 
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large sums of capital and...broaden their 
shareholder base internationally". Fi- 
sons's managers wanted more foreign 
shareholders because, while more than 
80% of its sales are to foreigners, only 2% 
of its shares are foreign-owned. 

In the opposing corner, investors such 
as the Prudential Corporation argue that 
new share issues tend to depress a compa- 
ny's share price. Fisons's share price fell 
by 8%. when the issue was announced— 
but note that its market sector fell by 
almost the same amount. If the overseas 
issue is at a discount to the market price 


The Pru prefers pre-emption 


shareholders can find their holding deval- 
ued if they do not get first grabs at the 
stock. 

Why, they ask, should foreign investors 
pick up cheap stock at the expense of 
existing shareholders, and even sell it 
straight back into London at a nicejprofit? 
Mr John McLachlan of the National As- 
sociation of Pension Funds questions 
whether new issues offered abroad are 
the best way to broaden an investor base. 
He cites ICI and Glaxo as two British firms 
that attracted American investors by run- 
ning roadshows in America. New foreign 
shareholders bought their shares on sec- 
ondary markets, without the lure of a fat 
discount. 

The argument most often cited is that 
non-rights issues mean that investors' 
holdings are diluted. This is probably 
exaggerated. Few big institutions use 





FINANCE 
their stakes to be hands-on managers, so 
a fall in voting power is hardly maiming. 
An annoying side-effect is that dilution 
messes up carefully weighted portfolios. 
Investment managers whose funds track 
market indices have to buy in the second- 
ary market, perhaps at inflated prices, if 
one of their holdings shrinks in propor- 
tion to the market following a big new 
issue. 

The battle is likely to hot up over the 
next few. weeks. National Westminster 
Investment Bank, which advised Fisons 
and Beazer on their issues, wants an 
urgent debate. In its view, companies 
should be able to make equity issues of up 
to 10% of their authorised share capital 
without offering pre-emption rights to 
existing shareholders. Though this may 
be too radical as an opening bid, banks 
and companies probably have the upper 
hand in the longer term. The bought deal, 
an American invention in which an in- 
vestment bank buys a new issue whole 
and distributes it, can be cheaper and 
simpler than a rights issue. And it is 
shareholders who benefit in the end from 
cheaper fund-raising. 


International debt 


Crying for 
Argentina 


Howls of fury greeted the Argentine 
rescheduling that was announced in out- 
line before Easter and is to be inked in on 
April 24th. The howls came not from the 
Argentines nor their bank creditors, but 
from the Philippines’ finance minister, 
Mr Jaime Ongpin. He was miffed that 
Argentina had managed to obtain the 
same interest rate as Mexico, *?/16% over 
the London Interbank Offered Rate (LI- 
BOR), on its $30 billion of rescheduled 
debt. Mr Ongpin claimed that the banks 
had promised him in March that no other 
country would ever get that small a 
spread again. He believed them and set- 
tled for §% over LIBOR for his country’s 
$26 billion debt. 

Mr Ongpin has less to bellyache about 
than Colombia. Clearly, good behaviour 
does not pay in international debt. Co- 
lombia has never asked to reschedule, yet 
it had to pay debt service costs of $1.8 
billion last year, 16% of its $11 billion 
foreign debt. Argentina's debt-service 
costs were a little less than 9% of its total 
foreign debt and the Philippines’ were 
under 8%. If Argentina had not resched- 
uled in 1985, it would have been paying 
out 19.5% of its debt. Colombia had to 
pay 14% over LIBOR on its recent $50m 
floating rate note. Argentina is paying a 
quarter of a point less for $1.9 billion in 
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new money. 

Argentina originally wanted $2.1 bil- 
lion in new money. It will get the equiva- 
lent through a jumble of $1.55 billion in 
new loans, lower interest rates and $400m 
in trade credit lines. 

Mr Ongpin's threats to tear up his 
rescheduling—which is only agreed and 
not yet signed—sound like political blus- 
ter. His protests only involve a few mil- 
lion dollars, after all. They also obscure 
some interesting innovations the Argen- 
tines have devised. These are: 

@ Exit bonds. Small banks want to get rid 
of their loans before Argentina resched- 
ules again—which, it admits, it might. So 
each bank creditor will be allowed to 
swap existing loans for up to $5m worth of 
exit bonds. The bonds are not attractive; 
they carry a fixed interest rate of around 
3% and have a life of 25 years. That will 
value them well below the secondary 


market price of Argentine loans of 


around 60 cents in the dollar. But the idea 
is that buyers will avoid obligations to 
lend any more to Argentina in future. 
Until now, new-money obligations have 
been calculated on the basis of banks’ 
exposure to the country when the debt 
crisis began in 1982. 

@ New-money bonds. Argentina is also 
willing to do the same—on a more limited 


. scale—in return for banks lending the 


country fresh money. Banks will be able 
to buy up to $1m of new-money bonds 
instead of making loans; the bonds will 
free buyers from further new-money obli- 
gations and will carry the same interest 
rate (1?6 over LIBOR) as the new bank 
loans. 

€ A scheme for swapping debt for direct 
investments. Unlike other countries’ 


_ debt-equity schemes, in this one investors 


will have to put in new money to convert 
existing dollar debt into Australs and then 
equity. This will lower the potential profit 
from the swap. Investment in the stock- 
market will not be allowed under the 
scheme, which is designed directly to 
increase the production of goods. 

@ Fees. Argentine officials reckon the 
rescheduling should save the country 
$280m to $300m a year on its debt pay- 
ments. In return, and to speed the signing 
of the rescheduling, they are offering fees 
totalling $7m to the country’s 360 creditor 
banks. Banks that sign the deal within 30 
days will get a fee of į% of their new loan; 
a fee of only 4% if they take two months; 
and nothing if they take longer. One-third 
of Argentina's creditor banks account for 
less than 1% of the total debt and another 
third account for less than 6%, so small 
fry could delay matters. For similar rea- 
sons, it took the Mexicans from August 
1986 to this month to settle their resched- 
uling and get their $7.7 billion in new 
money. 
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Credit cards in China 


When the plastic 
revolution comes 


NEW YORK 


Many a salesman has dreamed of flogging 
his wares to all one billion Chinese, 
despite the small difficulty that most of 
those one billion potential customers 
have hardly a bean to spend. MasterCard, 
an American credit card consortium, is 
sweetening the fantasy. It has become the 
first international credit card organisation 
to sign Bank of China as a full member. 
Tomorrow's star-struck salesman will 
hear a billion Chinese voices muttering 
the words “charge it". 

MasterCard is taking its new relation- 
ship with China gradually. Its first step is 
to convert the Bank of China's few thou- 
sand existing credit customers over to 
MasterCards. It will also provide the 
Chinese with its transaction-processing 
computers, and training on how to use 
them. The natives will provide only a 
fraction of MasterCard's business in Chi- 
na. For at least the next five years, the 
tourists will be the big spenders. 

To keep the tourists happy, Master- 
Card aims to persuade more establish- 
ments to accept its plastic. So far, about 
1,500 Chinese merchants are enrolled. 
All of them are in well-travelled cities like 
Canton, Peking and Shanghai. Master- 
Card holders can get cash at 200 Bank of 
China locations. 

In time, MasterCard hopes that the 
Chinese themselves will slip into the 
world of consumer credit. As Mr Russ 
Hogg, MasterCard's president, recalls, 
the Japanese were noted cheapskates 
when MasterCard was first accepted in 
that country. Today, the Japanese have 
28m MasterCards, and are spending up a 





storm everywhere. 

Success in Japan has contributed much 
to Mastercard's recent growth. In 1984, 
around 105m MasterCards were in circu- 
lation worldwide, and around $63 billion 
worth of goods was charged on them. In 
1986, nearly $96 billion was charged on 
132m MasterCards. The amount charged 
to Asian MasterCards grew even faster— 
from $7 billion in 1984 to $13.4 billion in 
1986. Europe beat that growth rate, but 
only by a whisker. The amounts charged 
to European cards grew from $7 billion to 
$14 billion. As for the China card....Mr 
Hogg can but dream of what will happen 
when that one is played. 


Japanese banks 


Appearance versus 
reality 


TOA 


Japan’s bankers are increasingly jittery 
that protectionism in manufactured trade 
is spilling over into financial services. So, 
like the country’s carmakers, they are 
letting it be known that they are imposing 
voluntary restraint. They say they have 
decided on an informal ban on any big 
takeovers or capital tie-ups with Ameri- 
can or European banks and securities 
houses. They reason that this is not the 
time to be seen to be spreading their 
already extensive tentacles, lest it pro- 
vokes foreign governments to threaten 
retaliation in order to gain better access 
for foreign firms in Japan's financial 
markets. 

A pair of potential deals, both involv- 
ing Dai-Ichi Kangyo Bank, Japan's (and 
the world's) biggest commercial bank, are 
said to have been put on ice. One w 
have involved the Japanese bank taki 
stake in Hill Samuel, a London mercnant 
bank. The other deal was a possible 
takeover of a Californian bank. 

The word in Tokyo is that Dai-Ichi 
Kangyo received a hint from the British 
authorities that a Japanese takeover of a 
British bank would not be welcome. Last 
year's Financial Services Act gives the 
British government powers to limit Japa- 
nese access to London—or even to re- 
voke existing licences—if it deems British 
firms are being excluded from Tokyo. 
Britain’s latest grumble is over access to 
seats on the Tokyo Stock Exchange. 

Dai-Ichi Kangyo is reticent about de- 
tails, but indicates that contacts in both 
cases had only reached a preliminary 
stage. Hill Samuel denies it has talked to 
any Japanese bank. If true, this may 
indicate a familiar Japanese characteris- 
tic: stress on an appearance (tatemae), 
rather than the reality (honne). 
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SCHOOLS BRIEF 





The philosophy of science 


Our new series of schools briefs is about the frontiers of 
science. This first brief traces the philosophy of science 


from the 
of modern physicists 


Four centuries before Christ, Ar- 
istotle distinguished between 
those who saw the world as con- 
trolled by supernatural beings, 
and those who tried to explain it 
by natural causes. The first 
group, whom he called theologi, 
invoked the powers of mysterious 
personalities, such as gods and 
spirits, to explain what they ob- 
served. That was pre-science. 
The second group, the physici, 
tried to reduce an apparently dis- 
ordered world to. simpler and 
impersonal principles, so that 
reason could grasp how it worked 
and people could learn to predict 
and control it. That was science. 

The first known physici flour- 
ished during the sixth and sev- 
enth centuries BC in a rich trading 
centre of Ionian Greeks on the 
Asiatic coast called Miletus. The 
Milesians asked such questions 
as: what is the world made of? 
Why do things spring up and 
grow, and then decline and die? 
How to explain the alternation of 
day and night? Such curiosity is 
one characteristic of science. 

The Milesians were not con- 
tent to say that death was caused 

, by the arrows of Apollo, or to put 
bad weather down to the wrath of 
Poseidon. They wanted some- 
thing simpler. Thales, the first of 
the Milesian  proto-scientists, 
speculated that water was the one 
basic material out of which every- 
thing was made. He did not get 
far. But here was the second 
characteristic of science: to unify 
a variety of phenomena under a 
single explanation, instead of 
multiplying them by invoking lots 
of gods. 

Anaximander, a pupil of Tha- 
les, went one imaginative step 
further. He thought that the fun- 
damental stuff of the world was 
not any observable everyday ele- 
ment, such as water, but rather 
something invisible that underlay 
it. He called the basic constituent 
of the world apeiron (the unlimit- 
ed) and was, understandably, 
rather vague about what exactly 
it was. Science says there is more 
to the world than meets the eye. 

Anaximenes, another Mile- 
sian, took a small step backwards 
when—like Thales—he argued 
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speculations of ancient Greeks to the anti-realism 


that the fundamental stuff of na- 
ture was one of the elements. He 
plumped for air. But he also took 
à big step forwards that qualified 
him for the title of father of 
science. He tried to account for 
differences of kind or quality in 
physical phenomena by differ- 
ences of quantity: in mathemati- 
cal terms. 

Using quantitative differences 
to explain qualitative ones is the 
thread that runs straight from the 
Milesians to the scientists of to- 
day. The idea that the book of 
nature was written in mathemati- 
cal language did not reach full 
expression until the seventeenth 
century AD with Galileo and 
Newton. 

Anaximenes laid down the 
form that future scientific stories 
would take, but he could not tell 
many of them himself. The Mile- 
sian would-be scientists were lim- 
ited by the crude tools at their 
disposal. Mathematics, for exam- 
ple, had not evolved beyond the 
basic forms needed to settle dis- 
putes about land and taxes. As- 
tronomy existed merely to serve 
superstitious religions. Reliable 
dates were scarce. 

From the third century BC, 
things started to look up. Euclid 
wrote his textbook of geometry. 
Aristarchus of Samos reasoned 
that the Earth went round the sun 
and not vice versa (though no- 
body believed him for centuries). 
Archimedes explained the princi- 
ple of the lever and the notion of 
specific weight—that you can 
measure the purity of the gold in 
a crown from its weight and the 
amount of water it displaces. He 
virtually invented mechanics. 
Herophilus of Chalcedon worked 
out that the brain was the centre 
of the nervous system. Eratosthe- 
nes started mapping the globe. 
Great days. 


Defining a theory 


Aristotle espoused a theory of 
scientific method that held sway 
for well over 1,000 years. The 
theory has two main parts. The 
first is about logical structure. 
Each science is, according to Ar- 
istotle, a hierarchy of statements 


ST ae ke eh ail 
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stacked according to their degree 
of generality, at the top of which 
are general “first principles" that 
are beyond question. The first 
principles of Aristotle's physics, 
for example, include the idea that 
all natural (ie, undisturbed) mo- 
tion is motion towards each ob- 
ject’s natural place. From this, 
and the lower-level (ie, more spe- 
cific) generalisation that the nat- 
ural place of all solid objects is 
the centre of the Earth, it follows 
that solid objects move naturally 
towards the centre of the Earth. 

The second part of Aristotle's 
theory is about procedure—how 
these principles, generalisations 
and facts are arrived at in the first 
place. For Aristotle, scientific 
knowledge starts with careful ob- 
servation. Man then extrapolates 
from these observations—a pro- 
cess known as induction—to 
form generalisations, and gradu- 
ally generalises his way up to first 
principles (or fundamental laws 
of nature, as they are now 
called). 

Induction can be contrasted 
with deduction. Deduction draws 
out the logical consequences of 
given statements (such as "'Socra- 
tes is a man" and "All men are 





Falsify, said Popper 


mortal") to form new ones (such 
as "Socrates is mortal"). Induc- 
tion goes beyond the given evi- 
dence; deduction merely refor- 
mulates it. According to 
Aristotle, the scientist discovers 
by induction and then lays out 


what he has learned in a deduc- 
tive structure, thus building a 
science. 

The trouble with Aristotle's ac- 
count of scientific method is that 
it is not dynamic. Rigid adher- 
ence to it stifled much of science 
for centuries. It encouraged too 
much respect for first principles 
(most Of which happened to be 
wrong) once they were "'estab- 
lished". The Aristotelian empha- 
sis was on drawing generalisa- 
tions out of empirical data, not 
on using data to test the theories. 
But what if the wrong generalisa- 
tion is induced from the data? 

Aristotelianism did not come 
under wholesale attack until the 
early seventeenth century, when 
Francis Bacon, King James I's 
energetic lord chancellor, pro- 
posed a family of ideas to sup- 
plant it. One of the first tasks of a 
scientist, according to Bacon ‘e 
to purge himself of prejudi 
and predispositions, People, 
said, have a predisposition to see 
more regularity in nature than 
there is, and thus to generalise 
too hastily. Aristotelians spent 
too much time collecting con- 
firming instances of first princi- 
ples that were merely hasty 
generalisations. 

Bacon and later writers 
stressed the importance of sub- 
jecting scientific theories to rigor- 
ous tests, rather than just accu- 
mulating confirmations of them. 
Sir Karl Popper, whose influence 
on modern scientists is enor- 
mous, has made much of this 
point. Far too much, according to 
many. Before considering the 
flaws in Popper's account of sci- 
ence, look at the background to 
his work. 


The Popper fashioi 


In the first half of the twen__ __ 
century, most philosophers of sci- 
ence were trying hard to establish 
what distinguished real science 
from pseudo-science. Everybody 
agreed that the answer had some- 
thing to do with the way genuine- 
ly scientific theories were respon- 
sive to empirical evidence. But 
two opposing schools of thought 
existed, 

Rudolf Carnap (who began 
this work in Vienna in the 1930s 
before moving to America) and 
his followers thought the key was 
to be found in the ideas of verifi- 
cation and induction. For Car- 
nap, a theory was genuinely 
scientific if—roughly—it was pos- 
sible to verify it by empirical 
observation, (The putative scien- 
tific theory does not actually have 
to be true; it may turn out to be 
an honest scientific mistake and 
fail to be verified.) 
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He tried to formulate an induc: 





-ceptionally difficult. Take what 
appears to be the simplest and 
most obvious rule of inductive 
“logic (which is sometimes called 
Nicod's criterion). To confirm a 
eralisati peer “All Xs 
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A imple paradox invented by 
© Dr Carl Hempel, an American 
philosopher -of science, : shows 


that even this is wrong. To say. 


- tive logic. This proved to be ex- 





: problem called Hume's problem. 
David Hume, a` 


of induction. 
Scottish philosopher, asked. how 
people are ever justified in mak- 
ing inductive inferences—extra- 
polating from observed data to 
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ravens. s that are not black as being 
empty. This situation can be ex- 
pressed: equally well by saying 
that all ravens are black, or that 
non-black things are non- 
: ravens. ; 
“It follows that whatever con- 
firms “all ravens are black" must 
confirm “‘all non-black things are 
non-ravens" to the same degree, 
and vice versa. But then counting 
non-ravens that are non-black 
“should confirm. "all ravens are 
c" just as well as counting 
“black ravens does. Yet it plainly 
does not. A green leaf, or a red 
ball, is a non-black non-raven. 
< But counting green leaves is evi- 
dently not the way to confirm 
that all ravens are black. As far as 
black ravens are concerned, 
green leaves are red herrings. 
< Sy and several other prob- 
4 made most philosophers of 
foe think that constructing a 
logic of confirmation was just too 
hard. No inductive logic seemed 
capable of capturing man's intu- 
itions about what confirms a the- 
-ory and what does not. Yet orni- 
thologists happily go on 
concluding that all ravens are 
black just because the ones they 
see are black. 
Stt Karl Popper (who also be- 
gan work in Vienna in the 1930s 
but moved to Britain) focused on 
refutation instead of confirma- 
tion. He argued that the job of 
the scientist was to falsify theo- 
ties, not verify them. Scientists 
should propose testable theories 
and then trying to knock them 
down. The best theory was the 
one.that had passed the most 
stringent tests. 
Sir. Karl thought this because 
he was impressed by an unsolved 
sjghteenth- century philosophical 
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a bridge, he wants to know scien- 
tific laws that he can rely on to be 
true. And he gets them: his 
bridge does not fall down if he 
builds it according to the laws. 


Proving that all Ravens are black 






non- 
Ravens: 


BLACK THINGS 


CC NON-BLACK NON-RAVENS. L5 


build theories or generalisations. 
He did not suggest they should 
stop doing it; he merely wanted 
to know what made it a reason- 
able thing to do. The usual ans- 
wer is that it has worked well in 
the past. Nature has proved to be 
fairly uniform up until now, so it 
is reasonable to assume that it 
will be so in future. Hume point- 
ed out that this justification is 
circular. Assuming that the fu- 
ture will continue to be-like the 
past is itself an instance of induc- 
tive extrapolation from data, and 
so cannot be used to justify it. 

Sir Karl was persuaded by 
Hume's logic. The only solution, 
he thought, was to abandon in- 
duction altogether and concen- 
trate on refutation. Propose the- 
ories—it does not matter how 
they are arrived at—and see 
whether they withstand tests. 
This. means that scientists (and 
people. reasoning in everyday 
life) must give up any thought of 
finding positive support for any 
of their ideas that go beyond the 
immediate evidence. Thus, Sir 
Karl argues, when a good scien- 
tist corroborates a general law, 
he does not thereby assert it to be 
true, or even probable. He mere- 
ly asserts that it has passed severe 
tests. 

Taken to its logical extreme, 
the Popper approach cannot be 
right. Science would be unimpor- 
tant because it could never be 
applied. In fact, it is applied— 
and successfully. When an engi- 





Scientists often need to keep an 
open mind about some theory 
they are working with, but it is 
hardly credible to suppose that 
they never hold one theory to be 
better supported by the evidence 
than another. 

Besides, Sir Karl Popper’s at- 
tempted reformulation of science 
does. not even escape Hume’s 
problem after all. He still needs 
induction. For what is the point 
of subjecting a scientific theory to 
severe tests unless you think that 
passing such a test makes it more 
likely that the theory will pass 
tests in future? Science would 
become impossible if every test 
had to be continually repeated to 
check that the rules had not been 
changed. 

Despite their differences, most 
philosophers of science before 
the 1960s shared the view that 
science was rational, that it made 
progress and accumulated knowl- 
edge. All this was thrown into 
doubt by "The Structure of Sci- 
entific Revolutions’, a book 
written by Dr Thomas Kuhn, an 
American philosopher of science, 
that was published in 1962. Indi- 
rectly, it provided the inspiration 
for most contemporary criticisms 
of science. 

Mr Kuhn stressed the discon- 
tinuities in the history of science: 
the moments when new ideas 
replaced old ones. He pointed 
out that bad old theories were 
often not overthrown by an accu- 
mulation of contrary evidence, 
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but rather by a new rival theo ty 
which, for whatever reasons, sci- 
entists suddenly started t 
cept. Often, the victorious theo; 
was expressed in a- langu 
which discarded, rather than i 
corporated, the concepts-of the 
old theory. Relativity -repla 
Newtonian physics; evolution t: 
placed special creation; plate 
tonics replaced a geology in 
which continents did’ not drift; 
and so on. These revolutions, 
said Mr Kuhn, were largely 
in fashion. CAS 

In his later writings, Mr Kuh 
fought shy of the relativism t 
interpreters found in his som 
what evasive book. He no 






















































is irrational. He thinks there cz 
be good reasons for choosing o 
scientific theory over another. It 
is hard to square this wi 
earlier criticisms of scientific o. 
jectivity, many of which ri 
true, = a 
Again, though, the proof of the 
pudding is in. the eating. 
undeniable that. scientists” can 
now predict, control and create 
natural phenomena much bette 
than ever before. How doe! 
relativist explain that? 






















Scientific realism 


Tired of confirmation, refutatio 
and rationality, philosophers 
science are moving on to ne 
questions. The most vigorou: 
concerns scientific realism. 1r 
strumentalists hold that the un- 
observable, theorétical entities of. 
science (such as electrons). are 
just models-—convenient fictions. 
to organise experience. The real- 
ists say that they actually exist 
and have all the properties: with 
which theories credit them. 

A similar dispute concerns the- 
ories themselves. Theory-realis 
hold that scientific theories ar 
statements about the world whic 
are true in a literal sense. Anti- 
realists think that theories may be 
warranted, acceptable, adequate 
or well-confirmed—-useful tools 
to work with—but should not-b 
thought of as pictures of how 
things really are. 

Sometimes, anti-realists say. 
that some theories might literally 
be true, but that scientists shoul 
suspend their judgment and no 
even raise the issue. This is of 
psychologically impossible for & 
perimental scientists. The mor 
successful you get at manipulat- 
ing (or apparently manipulati 
theories, the harder it is not to. 
believe in them. 

Anti-realism flourishes in the 
counter-intuitive world of sub- 
atomic physics. That world is the 
subject of our second brief. 
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Max von Robot’s first diskette 
concerto in X flat 


The trouble with playing the flute or the 
violin—or, come to that, almost any mu- 
sical instrument except the piano, the 
harp and the guitar—is that you usually 
need an accompanist. Computers can 
make a surprisingly good job of musical 

ompaniment. Products which take ad- 

tage of this could well be on the 
market within a few years. 

London buskers get around the prob- 
lem of accompaniment by recording a 
piano part beforehand, and then playing 
it back through a ghetto-blaster while 
they blow through a saxophone. At least 
one firm has made a roaring trade in 
"Music Minus One": the aspiring per- 
former puts on a record of (say) Beetho- 
ven's Violin Concerto, without the violin 
part, and supplies his own Yehudi Menu- 
hin imitation. But something is missing. 
The playing seems unspontaneous and 
mechanical—for the soloist has to follow 
the accompanist, when it ought to be the 
other way around. Real accompaniment 
is as far from this as riding a horse is from 
going on a merry-go-round. 

In 1984, Dr Barry Vercoe of the Mass- 
achusetts Institute of Technology's media 
`` atory wrote a computer program 

| "the synthetic performer" on a 
»aig- minicomputer. His scheme was that 
a human performer would play a Handel 
flute sonata; by watching which keys were 
touched and simultaneously listening to 
the sound, the program could detect what 
pitches the flute was playing, and com- 
pare the notes with the musical score in 
the computer's memory. From that, it 
could. deduce how fast the flautist was 
playing, and when to deliver its accompa- 
niment through a synthesised harp- 
sichord. 

The program was better than a live 
accompanist at coping with mistakes and 
bad timing. But it could not understand 
rubato (a kind of rhythmic **microstruc- 
ture" of tiny delays and anticipations that 
helps to give,live music its expression). 
Even with formally structured Baroque 
music, it sometimes mistook the soloist's 
quirks of interpretation for sudden 
changes of speed. With Romantic music, 


THE ECONOMIST APRIL 25 1987 


the result was mayhem. 

So Dr Vercoe came up with a “synthet- 
ic rehearsal" the following year. The new 
program could accompany a violinist 
playing a sicilienne by Fritz Kreisler. 
During the performance, it would ob- 
serve when notes came a little earlier or 





later than the score predicted. After a 
pause, it would be ready to play the piece 
again, this time having learnt to be more 
"sensitive" to the performer's interpreta- 
tion. Result: a program capable of rudi- 
mentary “rehearsing”. 

Turning all this into something for 
suburban sitting-rooms is not as hard as it 


might sound. But it will need something 
bigger than a home computer: people in 
the computer-music business expect ma- 
chines like the Apple Mac Plus to be the 
basic model. The first task is to find a 
convenient way of storing the musical 
score (or whatever strategic part of it the 
program uses) in the computer's memory. 
Dr Vercoe did this laboriously by hand. 
Reading printed scores is hard for com- 
puters to do. Yet software is already on 
sale which gives composers easy ways of 
writing scores on a computer. A few more 
years' research should make it possible to 
represent a whole work on a floppy disc. 

A second problem is to turn what the 
soloist plays into a form comprehensible 
to the program. Dr Vercoe found he 
could throw away his mechanical switches 
and rely on just a microphone and a fancy 
computer program. "Pitch-trackers", as 
they are commercially known, have little 
problem with instruments that play only 
one note at a time. But understanding the 
output of a “polyphonic” instrument such 
as a real piano is a nightmare. 

The easiest bit is making the computer 
drive a synthesiser. Most makers use a 
standard gadget called MIDI (musical in- 
strument digital interface), which lets any 
computer talk to any synthesiser. Of 
course, the computer could perfectly well 
drive a real piano: the experimental music 
studio at MIT has a 94-foot Bósendorfer 
Imperial grand piano hooked up to a 
computer. But it costs $120,000. 

Even today, $3,000 buys a synthesiser 
that can do an uncannily good imitation 
of a piano: in a few more decades re- 
searchers will make the sound of a piano 
cheaper to synthesise than to produce by 
hammer on string. And the advantage of 
a synthesiser is that strings, woodwind, 
brass and heavenly choirs can be thrown 
in for nothing. A computer could be not 
just a pianist, but also three members of a 
string quartet—or, come to that, an entire 
symphony orchestra. 

Eventually, computer accompaniment 
could mean improvisation as well as play- 
ing a fixed score. Kurzweil Music Sys- 
tems, one of several small companies 
founded by Mr Ray Kurzweil at Waltham 
in Massachusetts, is planning to introduce 
a gadget called a Cybernetic Accompanist 
in June. It will not follow the player in the 
way Dr Vercoe's program can. But it will 
provide a drummer, a “walking bass- 
line", a program that turns out chord 
progressions, and one that composes vari- 
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E. » ations ‘on “a theme. It elias says Mr 
Kurzweil, like what you would expect to 
hear i in “a tolerable jazz lounge. No, let 

A me correct myself. Quite a good jazz 





j The arithmetic 


"Safe sex" will stop AIDS. Whether they 
mean by that phrase fewer partners, more 
condoms or both, everybody agrees on 
— . A the goal. But how safe? If the average 
=~ number of sexual partners is halved, or 
the number of condoms in use doubles, 
^ . . will that be enough to stop the AIDS virus 
. spread ing? 
Two scientists have published a mathe- 
Eo matical model of the disease that does not 
answer the question, but sets a frame- 
. work for finding an answer. Neither Dr 
. Robert May of Princeton University nor 
1 Dr Roy Anderson of Imperial College in 
... London are medical scientists. But, unim- 
. pressed by the standard of much of medi- 
- cal epidemiology, they brought their 
. . mathematical skills to the subject from 
the study of animal populations. Now 
, they have turned their attention to AIDS. 
ir Their model aims to pin down one 
= number: the average number of people 
- that one infected person will in turn 
infect. They call that figure Ro. If it is less 
- . than one, the disease will die out. If it is, 
—. Say, 15, then sex will have to get 15 times 
. as safe to stop the disease's spread. Ro 
. . depends on three things: the average rate 
= at which new sexual partners are ac- 
~  quired; the average probability of passing 
= on the virus to a sexual partner; and the 
m average duration of infectiousness. 
.. .. None of those three numbers is known, 
— but Dr May and Dr Anderson realised 
E that they could make a stab at them from 
E. the figures that are emerging from the 
v epidemic among homosexuals in San 
. Francisco, one of the better studied of the 
E groups affected. The “doubling time" is 
well known. In the early stages of the 
Deme er number of AIDS cases dou- 
. blesevery eight-ten months. 
The model reveals that, if the duration 
- of infectiousness is more than a few years 
- (which it is), and if the number of part- 
ners is known, then the probability of 
infection in the average relationship can 
E. be calculated from the doubling time. It 
.. Could be as low as 5% per sexual partner 
among homosexuals. These and other 
.. calculations suggest that Ro cannot be less 
_ than 5 for homosexuals. So homosexual 
.—. . sex will have to get at least five times as 
“safe” to stop the spread of the disease— 
= whatever that means. 
-~ Itis much harder to calculate the same 
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number for heterosexuals. Neither the 
efficiency of transmission, nor the rate of 
acquiring partners is known at all accu- 
rately. There is less chance of bleeding 
during sex and hence a lower chance of 
infection in any one sexual act. On the 
other hand, the longer the relationship, 
the higher the probability of infection, 
and faithful people have longer relation- 
ships. For them 5% could be an underes- 
timate. Nor is the rate of acquiring part- 
ners known with any accuracy. 

Consider two extreme views of the 
prospects for an epidemic of heterósexual 
AIDS. The first holds that, in Africa, AIDS 
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In America and Europe the number of 
cases of heterosexually acquired AIDs, 
though small, is rising. Experiments show 
that the virus can be transmitted by sex. 
Therefore, the world faces an epidemic of 
heterosexual AIDS that will, unless drastic 
action is taken, infect as many people as 
did the Black Death. 

The opposite view runs as follows. 
Heterosexuals have, on average, fewer 
partners than homosexuals. Heterosexual 
sex is less efficient at transmitting the 
virus than homosexual sex (or shared 
drug needles). Most cases of heterosex- 
ually-acquired AIDS infection are among 
the partners of bisexuals and drug ad- 
dicts. Most African cases are among the 
small part of the population that regularly 


uses prostitutes and is heavily infected 


with other venereal diseases. Those vene- 
real diseases facilitate the passage of the 
virus for two reasons: first, because | 

cause lesions through which infe 

blood can be passed on; second, because 
people who have had, say, gonorrhea 
have white blood cells in their semen or 
vaginal fluids and white blood cells are 


How many must die? 


How many people who are infected by 


the AIDS virus will contract the fatal 
disease itself? At first, scientists thought 
it would be 5%. The fraction has been 
creeping up as the years have passed. 
Optimists now say 30%, pessimists 70% 
and alarmists 90%. Who is right? 

It is a hard question to answer because 
most people with the virus do not know 
when they were infected. A small num- 
ber of homosexuals in San Francisco who 
were enrolled in a study of hepatitis in 
the late 1970s know roughly; and most 
people who got the virus from blood 
transfusions know exactly. But these are 
small samples, and they may not be 
representative. The San Francisco group 
has developed symptoms at an increasing 
rate as each year passes. Only 4% of 
infected people had AIDS in the first 
three years after infection, 14% after 
five years and 36% after seven years. 

The fact that the graph is still rising 
does not mean it will rise for ever. To 
judge from other diseases, at some stage 
the probability of acquiring symptoms 
will fall. The number eventually diseased 
and the average time between being 
infected and diseased will then depend 
on the shape of the curve. Dr Malcolm 
Rees of St Stephen’s Hospital in London 
has assumed that the curve is bell-shaped 
and has concluded that the curve that fits 
the transfusion data best is one in which 
the average time between infection and 
disease is 15 years, with a standard 
deviation of five years. 

That is depressing news, but Dr Rees’s 





Relentless climb 


The spread of the AIDS virus among 
one group of 785 San Francisco 


homosexuals (% infected) 


nodoti is far from foolproof. His “stan- 
dard deviation” means that about two- 
thirds of those who do turn from infected 
to symptomatic will do so between ten 
and 20 years after first being infected. 
Yet this is disproved by the evidence 
from San Francisco: after only seven 
years, 36% have developed symptoms. 

Dr Robert May of Princeton Universi- 
ty points out that to infer a 15-year mean 
from less than six years’ data is to 
produce unreliable results, but he admits 
there is no alternative. Dr May's own 
model leads him to a surprising conclu- 
sion. The epidemic will probably claim 
more lives if not everybody who gets the 
virus gets AIDs—because those who do 
not show symptoms and live longer can 
spread the virus farther. 








“Youre Planting 
To Invest Where?" 


Y ou would think twice if you knew our forecast for that 
country. 


Our Forecasting Services analyze the five-year outlook for each of 
the Asia/Pacific markets, showing how the economic and political 
environment is likely to affect your company's long-term plans. 


Updated every three months, our forecasts can help you spot the 
early warning signs of change, with “most likely" and “alternative” 
political and economic scenarios. Or you can consult our country 
analysts directly. They will also introduce you to our data bases on 
investing, licensing, and trading conditions and financing foreign 
operations. 


You really shouldn't make a major foreign investment decision 
without first consulting us. 


Business International is a worldwide research, consulting, and 
publishing company helping managers do business away from 
home. 


We provide international executives with the external information 
needed to manage foreign operations, where profit is so often at the 
whim of outside events. Drawing on 200 professional analysts in 75 
countries, Business International provides a full range of business 
analysis and information services to international business men and 
women. 


Our forecasting services are just one of these. 


For more information, send your business card to John Ip 
at Business International Asia/Pacific Ltd, 11/F, Mount Parker 
House, Taikoo Shing, Hong Kong. Telephone: 5-670491, 
Telex: HX74364. 
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HALF THE COST. 


You can do it in Upstate New York 
where operating costs can be half 
those in New York City, Atlanta, Boston, 
Chicago, Toronto and other large met- 
ropolitan areas. Let us show you how. 

We're the Industrial Development 
Department of New York State Electric 
& Gas, an investor-owned corporation. 
Our experienced, highly-professional, 
commercial and industrial real estate 
service is cost free and confidential. 
We've helped more than 1,000 over- 
seas and domestic businesses suc- 
cessfully fulfill their site requirements, 
We might be the most important 
contact you make in the U.S. 

Upstate New York has it all. Low 
labor and land costs. Highly skilled 


Please contact me about NYSEG s commercial and 


workers. Special financing and utility 
incentives. And excellent transporta- 
tion systems in an attractive 
European-like setting. All within over- 
night trucking of half of North Ameri- 
ca’s markets. 

Ask about our comprehensive inven- 
tory of 235 industrial sites that 
includes more than 10,000 acres and 
90 available buildings. 

Put your money into expansion and 
profits instead of high operating costs. 
Call Dick D Attilio at (607) 729-2551, 
Telex 932416. Or fill out and return the 


coupon below to: 

Dick D Attilio 

Manager, Industrial Development 

New York State Electric & Gas 
Corporation 

4500 Vestal Parkway East 

Binghamton, NY 13903 USA 


THE LOW COST AITERNATIVE 


New York State Electric & Gas Corporation 


industrial real estate service and the cost advantages of 
| Upstate New York. 


| State/Province 


|c tt os s. 
| Postal Code : j 
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What more perfect way to stake your claim than by 
purchasing five glorious acres in the Colorado Rock- 
ies for yourself and those you love. At Sangre de 
Cristo Ranches you can still own a sizable piece of 
America at a very modest cost. Just think, this is 
scenic land in one of the fastest-growing states in 
the USA, a piece of the unspoiled, romantic old 
Southwest. 

Sangre de Cristo Ranches is a subsidiary of Forbes 
Inc., publishers of the highly respected American 
business and financial publication, FORBES MAGA- 
ZINE. The land being offered for sale to you is a part of 
the huge 258,000-acre Forbes Trinchera Ranch, one 
of the oldest of the remaining big ranches in America. 
A sportsmen's paradise in all seasons for hunting, 
fishing, riding, hiking and boating. With fine skiing 
less than 50 miles away, the ranch ranks among the 
world's best-known preserves for deer, elk, game 
birds and other wildlife. 

You can own majestic mountain views of Trin- 
chera Peak and Mount Blanca (higher than Pikes 
Peak) which stand as silent sentinels protecting the 
rolling foothills and valley that make up our Sangre 
de Cristo Ranches. 

The land lies about 200 miles southwest of Den- 
ver, just east of US Route 160 ... the Navajo Trail. 





Obtain the Property Report required by Federal law and 
read it before signing anything. No Federal agency has 
judged the merits or value, if any, of this property 
Equal Credit and Housing Opportunity 


in the great 
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America. More than two hundred years old and 
still waiting for many people to claim their share 
of it. For themselves and for the future of their 


families. Imagine one of the most beautiful landscapes in the 
world and what it could mean to have part of it for your own. 


Its town is historic Fort Garland, the last command 
of Kit Carson. 

For as little as $4,500 total cash price you can 
purchase your own 5-acre Sangre de Cristo Ranch in 
the heart of America’s Alps, the Rockies. Important 
money-back and exchange privileges backed by 
Forges MacaziNE's distinguished reputation have 
contributed much to the great success of this unusual 
land offering. 





Five or more : 
acres of this land = For complete details on 
can be yours. this wonderful opportuni- 
In the heart of ty, without obligation, 
the Rocki please fill in and mail 

< coupon today. 








| FORBES EUROPE 


| SANGRE DE CRISTO RANCHES INC. 
P.O. BOX 86 

LONDON SW11 3UT 

ENGLAND 







Name 










Address 


























In the foreign exchange market, 
.. one good quote deserves another. 


“Chemical’s philosophy 1s to maintain a good 
two-way presence in the market. Even vf the currency 
markets are volatile it will always quote you a 
price. ””_.UK Treasurer 
“We keep track of which dealers have given us the best deals over a period. 


H 


"time. Then when we have business to give, we give it to Chemical. Us Treasurer 
‘We chose Chemical because of its professional service. It sends us regular 


lexes which are short and easy to understand; it gives us quick notification 
"market moves and shows excellent market feel. ” -Scandinavian Treasurer 


Chemical moves quickly and offers excellent rates. The important thing 
s that it understands the needs of our industry. We have built up a 
/ | ationship of mutual trust. " German Treasurer 


Chemical has a fine combination of fundamental 
technical analysis. "—Betgian Treasurer 





Corporate Treasurers rank Chemical Bank Number 1 in Foreign Exchange Dealing, 
Number 1 in Foreign Exchange Forecasting* 
*Euromoney Corporate Finance Treasurers’ Top Team Survey, reported March 1987. 


CHMICALBANK 


The bottom line is excellence. 







the cells in which the virus lives. There- 
fore, goes this argument, AIDS, like other 
venereal diseases, will not threaten the 
population at large. 

. A venereal disease usually does not 


infect the whole population. It remains - 


confined to the more promiscuous. But 


. how promiscuous must you be to be at 


ĉii 


risk? It is pointless to talk of averages. 
What matters is the “promiscuity gap” 
between the most promiscuous people 
and the least promiscuous. 

To take a hypothetical example, imag- 
ine a group of 20 married people, ten of 
each sex. On average each has 1.5 part- 
ners a year. (The average number of 
partners that heterosexual men and wom- 
en have must be the same. Some people 
find this hard to grasp; think about it—for 
every time somebody has sex with a new 
partner, that partner is having sex with a 
new partner.) Half of the ten men are 

thful to their wives and have only one 

‘tner a year each. The other half visit a 
prostitute and have two partners a year 
each. The women also average 1.5 part- 
ners a year, but nine of them have only 
one partner a year. The other one, who is 
the prostitute, has six partners a year (her 
husband and her five clients). It is five 
times as important that she practises safe 
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sex as that others do. 

On the other hand, the more heteroge- 
neity there is in promiscuity, the fewer 
people will get the disease. In populations 
where everybody is quite promiscuous, 
the epidemic will spread farther than in 
populations where the average promiscui- 
ty is the same, but a few are very promis- 
cuous and most are very faithful. This 
effect will be enhanced if promiscuous 
people tend to have sex with other pro- 
miscuous people, as they probably do. 

The question to be posed about hetero- 
sexual AIDS becomes not “will there be a 
heterosexual epidemic?", but “how far 
down the promiscuity scale will AIDS 
spread?" So far, at least, the African data 
suggest that it is indeed restricted to the 
more promiscuous segments of the popu- 
lation. AIDS remains a largely urban dis- 
ease: even in heavily infected countries 
like Rwanda and Uganda, rural areas are 
largely free of the virus. Prostitution is 
likewise an urban phenomenon. 

Studies paint a picture of a disease 
associated largely with prostitution. For 
instance, in one study in 1985-86, 59% of 
prostitutes tested in Nairobi had the vi- 
rus, compared with 18% of men attending 
venereal-disease clinics and only 2% of 
pregnant women. In Kinshasa, the age 


Vaccines recede into the distance 


At least half a dozen AIDS vaccines are in 
one stage or another of early develop- 
ment. America's Food and Drug Admin- 
istration is poised to allow one or two of 
them to be given to a small number of 
human volunteers to get some idea of 
their potential for causing immediate 
side-effects. Why then does America's 
Surgeon General, Dr Everett Koop, 
think an AIDS vaccine is not on the cards 
this century? 

The AIDS virus is a difficult target for 
vaccine makers. Vaccines work by rais- 
ing a response from the body's immune 
system, which then kills the real disease 
if it arrives. They usually consist of dead 
or weakened versions of the disease 
itself. A person infected with AIDS does 
produce antibodies against the virus but 
these fail to rid the body of the disease. 
Like “flu, Alps keeps changing the mole- 
cules on its surface. Any single vaccine 
made in the normal way would therefore 
work for only one strain and would soon 
be obsolete. 

These difficulties may be overcome. 
Scientists hope to find parts of the virus 
that do not change and that provoke 
effective antibodies. They are trying 
parts of the virus's core rather than its 
coat and they are trying small parts of its 
coat. Even if they succeed, it will be hard 
to test an AIDS vaccine to see if it works. 
New vaccines are not usually tried on 
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people until they have been proved in 
animals. It may never be possible to get 
such evidence for AIDS. 

Chimpanzees are the best vaccine 
stand-ins for man, but they are not good. 
When infected with the AIDS virus, they 
do not get ill. When chimps have been 
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Middle-aged spread 
The proportion of 5,099 healthy people in Kinshasa, 


Zaire, in 1984-85 infected with the AIDS virus 
(36 infected) 
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Source: Science 


groups most affected are young women 
and middle-aged men (see chart)—pre- 
cisely the groups most engaged in prosti- 
tution. Nearly two-thirds of women with 
AIDS in Zaire are unmarried. 

It is possible, then, that the African 
epidemic will not spread far beyond the 
highly promiscuous segment of the popu- 
lation, just as it is possible that it will not 
spread far beyond the homosexual and 
drug-addict populations in America and 
Europe. Possible, not yet probable. 


given one or another of the candidate 
AIDS vaccines and then been challenged 
with the virus, the animals have not 
developed the hoped-for antibodies. 
Only about 300 chimps are available for 
medical research (because they are in 
danger of extinction in the wild) and 
virtually all of those were previously 
used for testing hepatitis-B vaccines. 

A virus related to the AIDS virus was 
recently found in African green mon- 
keys. It might be possible to capitalise on 
this discovery by preparing vaccines 
against the African monkey virus and 
testing it in rhesus monkeys, which get ill 
with a disease like AIDS when infected 
with the African monkey virus. 

Using human volunteers is hard. The 
only way to know if an AIDS vaccine 
works is to give the vaccinated volunteer 
the AIDS virus and see whether he gets 
infected. It is out of the question to do so 
deliberately. Yet the volunteer is hardly 
likely to go out and try to get AIDS; it is a 
disease, unlike 'flu or smallpox, that is 
easy to avoid. Consequently, tens of 
thousands, perhaps more, would have to 
be vaccinated—and just as many left 
unvaccinated as "controls"—before any 
protective effect could show up among 
the reckless or hapless few that did 
encounter the virus. 

The gap between infection with the 
virus and the onset of symptoms is an- 
other difficulty. The test would have to 
run for at least a decade. Conclusion: Dr 
Koop's has reason for pessimism. There 
may be no vaccine this century. 
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INVALUABLE TO ANY 
ORGANISATION WITH 
OVERSEAS TRADE LINKS _ 


REGIONAL 
ECONOMIC 


What are the prospects for recovery of Angola's 
economy after-a decade of war and the slide in ail 
prices? This report argues that, despite its difficulties, 
Angola's economy will benefit from a sustained rise in 
oil production into the 1990s. The report assesses how 
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World Economic 
Outlook 


April 1987 


* A comprehensive survey 
of world economic develop- 
ments by the Fund staff 


o Based on information 
obtained by the Fund in 
consultations with its 

5.151 member countries 


Price: US$15.00 per copy, 
. by airmail 


Box E-333 
Publications Unit 
International Monetary Fund 
Washington, D.C. 20431 
U.S.A. 


HANDBOOKS 


A New Thirteen Volume 
Series from Euromonitor 


If you are interested in overseas trade 
you will know how essential it is-to 
understand the current state and future 
prospects of a region's economy before 
taking risks. Euromonitor’s new 
handbook series provides you with an 
up-to-date insight into the economic 
structure and development of specific 
regions and looks at their prospects up 
until the 1990's. 


AVAILABLE NOW 
East European Economic Handbook 
covers 7 major East European countries 
Caribbean Economic Handbook 
covers 17 major Caribbean countries 


African Economic Handbook 
covers 47 major countries in Africa south of 
the Sahara 


Middle East Economic Handbook 
covers 15 countries in the Middle East and 
North Africa 

South American Economic Handbook 
covers 10 major countries in the South 
American region 

China Economic Handbook 

USSR Economic Handbook 


Asian Economic Handbook 
covers 20 countries in Asia 


AVAILABLE SOON 
Pacific Basin Economic Handbook 
West European Economie Handbook 
North American Economic Handbook 
Oceanic Economic Handbook 


Third World Economic Handbook 
(2nd Edition) 


Topics covered for each region: Economic 
growth, planning, population . and 
workforce, industry, engineering, 
chemicals, food and drink, agriculture, 
minerals, energy, electricity, construction, 
transport, government and. society, 
incomes, consumer expenditure, standard 
of living, housing, health, education, 
recreation, tourism, foreign’. trade, 
productivity, retail sales, mass media and 
finance. 


£45.00 ($80.00) each inc. surface 
postage and packaging (please add 
£10 per book for airmail delivery) 


Euromonitor Publications Limited 
87-88 Turnmill Street 

London EC1M 50U 

Telex 21120 MONREF G 2281 
Telephone Selina Forman on 

(01) 251 8024 to place your order 


the war will evolve, and provides the most comprehen- 
sive study of Angola's economy to be published since 


| independence... With 65 statistical tables, it is an 
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Nigeria: The _ 
Dilemmas Ahead 


A POLITICAL RISK ANALYSIS ` 


Tough adjustment measures to cope with a heavy debt 
burden and shrunken oil earnings carry significant 1 
risks for Nigeria's political stability. Simmering ethn. 
and religious tensions may be exacerbated as econo ; 

ic conditions deteriorate. for. most. Nigerians.. Wir 
President Babangida's military ‘government: survive 
until. 1990, the target date for a return to civilian rule? 
This report spells out three scenarios for Nigeria s. | 
politica! evolution, at a critical juncture in its history; 
No. 1072. Price including postage: £75 UK and Europe, USST45 
North Ameria, £78 Rest of World. 


iran and iraq- 
THE NEXT FIVE YEARS : peii 


iranian leaders say they will pursue the war with Iraqto J 
the last drop of blood. Will Iraq's morale enable it to. 
hold out that long? This report looks at the future f 
facing iraq and fran and its implications for their 
neighbours and allies. Comparing income expectations 
for both sides against a background of likely political 
Scenarios, it forecasts their market potential over the 
period to 1991 i 
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Israel to 1991 
REFORM OR RELAPSE? — 


Israel's remarkably successful Economic: Stabili 

Plan appeared to have paved the way for wide ran 

structural reforms. But these were frustrated an 
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the agenda for reform and forecasts its..econotn 

consequences. Considering such underlying factors as 
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examines the risks involved if restructuring fails. ^ 
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The Laureate of the Holocaust 


THE JEWS OF SILENCE. By Elie Wiesel. Schocken Books. 115 pages. $8.95 


For most of the 1980s, the door to emigra- 
tion for Soviet Jews has been virtually 
shut. Now, because of Mikhail Gorba- 
chev's desire to show a friendlier face to 

? world, things may be changing. There 

talk of perhaps 11,000 Soviet Jews 
being allowed to leave for Israel this year. 
That would still represent only a small 
proportion of the 400,000 among Russia's 
2m or so Jews who are said to want to 
leave their country. (Many of them fear 
that new rules, under which only people 
with close relatives already abroad can 
apply to leave, will make it even harder to 
emigrate than before.) But even 11,000 
would be a tribute to the collective will of 
Soviet Jews. Their persistence, especially 
when supported by pressure from the 
West, is still capable of winning conces- 
sions from the Soviet authorities. Witness 





this year's street protests in the Arbat 
district of Moscow, which, though vio- 
lently disrupted, brought the release from 
prison of one of the best-known refuse- 
niks, Mr Josef Begun. Witness, too, the 
signs that more books and articles by or 
for Jews are at last getting into print— 
among other things, a teach-yourself 
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book of Yiddish is soon to be published. 

Nobody has described the spirit of 
Soviet Jews better than Elie Wiesel. Mr 
Wiesel won the Nobel peace prize last 
year in recognition of a life's work dedi- 
cated to the Holocaust (a Greek word for 
sacrifice by burning which Mr Wiesel was 
the first to use in its modern sense). Much 
of his impact has been made through his 
lectures—he is a professor at Boston 
University—but one result of his winning 
the prize has been a rush to reprint his 
many books. Of these, "The Jews of 
Silence" is the most impassioned. 

Mr Wiesel wrote the book after visits to 
the Soviet Union in 1965 and 1966, at a 
time when emigration from Russia to 
Israel was impossible. He has added a 
short preface to the new edition and an 
historian, Mr Martin Gilbert, has written 
an afterword. In this, Mr Gilbert points 
out how much has happened since the 
mid-1960s—not least, about a quarter of a 
million Soviet Jews were allowed to leave 
for Israel or elsewhere before the door 
began to close again. But Mr Wiesel's 
report on Soviet Jewry remains as imme- 
diate as ever, and is a timely reminder of 
the human aspects of a problem which is 
too often discussed in terms of numbers 
granted or denied exit visas. 

Mr Wiesel went to Russia as a witness, 
drawn, as he put it, by the silence of its 
Jews. He discovered that the Jews of 
Russia were far from silent. With a 
breathless sense of urgency, he describes 
the snatched conversations in Moscow, 
Leningrad and Kiev through which Soviet 
Jews expressed their fears (of informers, 
above all), and talked of the discrimina- 
tion against them and of their determina- 
tion to keep their cultural identity alive. 
The title of his book was intentionally 
ironic: the silence that really bothered 
him was not that of the Jews in Russia, 
but that of the Jews outside who were 
failing to heed the call for help. 

Thanks in part to Mr Wiesel, that 
silence has since been broken by mur- 
murs, and the occasional yell, of indigna- 





... antisemitism 


tion. Yet 20 years on, Mr Wiesel sees no 
reason to change his main conclusion: 
that the Jews of Russia have done more 
for the Jews outside than the Jews outside 
have done for them. Theirs is a triumph 
of cultural survival, and all Jews, Mr 
Wiesel believes, can draw strength from 
their example. “The triumph of Russian 
Jews”, he writes, “is the triumph of 
Jewish memory." 

Mr Wiesel is careful to draw a distinc- 
tion between the communists’ attempt at 
cultural suffocation of Jewry in Russia 
and the physical suffocation inflicted on 
Jews during the Holocaust. It is the 
difference, he says, between life and 
death. Yet it is only with reference to the 
Holocaust that the full meaning of Soviet 
Jewry for Mr Wiesel can be understood. 

The horrors of Auschwitz and Buchen- 
wald are described in his story “Night”— 
now reprinted together with its two 
haunting sequels, as “Night, Dawn, The 
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Accident" (Robson Books, £10.95). The 
death camps destroyed faith: “I was 
alone," says the narrator, "terribly alone 
in a world without God and without 
man." Soviet Jews restored faith. ''To- 
day, thanks to you," Mr Wiesel tells them 
in “The Jews of Silence", “I can dream 
again and I am grateful." 


Kim Dae Jung 
Korea's Kerensky 


PRISON WRITINGS. By Kim Dae Jung. To 
be published by University of California 
Press. 333 pages. $22.50 


If a free and fair presidential election 
were held now in South Korea the winner 
would probably be Kim Dae Jung. It is 
unlikely, though, that he would ever be 
allowed to stand; or if he were, the 
election would be arranged so that he 
could not win. Mr Kim seems likely to 
join the intriguing canon of twentieth- 
century might-have-beens: Alexander 
Kerensky, Adlai Stevenson, Benigno 
Aquino, whose promising political vision 
was never tested. 

This week Mr Kim's vision was limited 
to what he can see through the windows 
of his home in a suburb of Seoul. Once 
again, for the 53rd time since he returned 
from exile in the United States in 1985, he 
was under house arrest, Battalions of 
ferociously efficient security police 
blocked the street. This confinement to 
his home is the longest Mr Kim has 
endured: in the past he has mostly been 
put under house arrest for a day or two, to 
prevent him attending a political meeting. 

This time, too, no one has been al- 
lowed into his house, not even foreign 
reporters who in the past have been 
tolerated, even though their interviews 
have been bugged. It is difficult to know 
what the government aims to gain by 
stopping Mr Kim from going out: perhaps 
only to register its fury over his continued 
opposition to the government of Chun 
Doo Hawn, a former general. 

Having policemen on the doorstep is 
inconvenient, but it is hardly likely to 
break Mr Kim's spirit. This book is a 
collection of letters he wrote to his family 
while in jail after being sentenced to 
death in 1980 by a military court for 
alleged sedition, a sentence later com- 
muted to life imprisonment and then 
suspended. Each “letter” was written on 
the single postcard he was allowed to send 
each month. Each starts with an endear- 
ment, then may deal with some aspect of 
his faith—he is a Roman Catholic—or a 
detail of history, and, if there is room, 
gives a glimpse of his life in jail. The 
happiest part of his routine, he says, was 
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The Jews are a singular people, but they 
are not a single people. Jewish history 
covers 4,000 years—more than three- 
quarters of the history of civilisation, as 
Paul Johnson points out in A History of 
the Jews*; no other people has survived 
from antiquity with so many of their 
rituals and beliefs intact. That they have 
done so despite expulsion from Palestine 
and the multiple catastrophes of anti- 
semitism is remarkable. But for much of 
those 4,000 years, the Jews have been a 
scattered people. This creates problems 
for historians: to do their extraordinary 
story justice, the historian needs to grap- 
ple with the many civilisations in which 
Jews have lived, and on which they have 
left their imprint. 

Mr Johnson, à journalist rather than a 
professional historian, provides a com- 
petent and highly readable survey of this 
saga. It does not, however, contain much 
that is original. Nor has Mr Johnson 
succeeded in avoiding all the pitfalls of a 
tangled story that runs all the way from 
Babylon to Brooklyn. 

How, for example, is the historian to 
treat the roles of individual Jews who 


*Weidenfeld & Nicolson, £16.95; Harper & Row, 
$25 





being allowed to tend the chrysanthe- 
mums growing in the exercise ground. 

Like many another stubborn prison- 
er—Alexander Solzhenitsyn comes to 
mind—Mr Kim found a way to fight the 
system: by filling each precious scrap of 
space, he got more than a thousand words 
on to each card. He has the kind of quiet 
stubbornness that drives authoritarian re- 
gimes mad. 
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From Abraham to Zionism 


made their mark on history for reasons 
that were largely unconnected with their 
religion? A history of the Jews would 
certainly be incomplete if it disregarded 
such men as Freud, Marx or Trotsky. 
Yet it is far from clear how important 
their Jewishness was. Any author who 
sets out to write a history of the Jews 
should be wary of the temptation to 
exaggerate the part that Jewishness 
played in the lives and thoughts of Jew- 
ish intellectuals who considered them- 
selves emancipated. Mr Johnson some- 
times falls into this trap. 

He does so most spectacularly in his 
treatment of Marx and Marxists. Mr 
Johnson, no admirer of Marx and his 
ideas, implies that Marxist thought can 
best be understood as the product of the 
self-hatred Marx felt as an apostate Jew. 
He calls Jewish Marxists like Rosa Lux- 
emburg and Leon Trotsky “non-Jewish 
Jews” on the ground that they denied 
there was such a thing as a Jew at all. 
And he ascribes Trotsky's volcanic ener- 
gy and ruthlessness to his need to “com- 
pensate" for his indifference as a Jew. 

None of this is entirely fair, or useful. 
Marx did, it is true, write some virulently 
antisemitic passages. Jewish self-hatred 
may have been part of the explanation 


Victorian philanthropy 
Do-gooders 


ENLIGHTENED ENTREPRENEURS. By Ian 
Campbell Bradley. Weidenfeld & 
Nicolson. 207 pages. £14.95. 

THE VICTORIAN CHRISTIAN SOCIALISTS. 
By Edward Norman. Cambridge 
University Press. 201 pages. £17.50. 


Britain in the middle of the ninetet 
century grew faster than any country naa 
ever done before. Between 1850 and 
1880, its economy doubled in size and its 
population increased by a quarter. With 
growth came wealth and squalor. Victori- 
an cities expanded as fast as those in the 
third world are doing today: Bradford, 
for example, increased its population 
from 43,500 in 1831 to 103,800 in 1851, 
and became the dirtiest and most un- 
healthy town in the country. 

These two books show different aspects 
of the ways in which Victorians with a 
social conscience tried to deal with the 
miseries inflicted on the poor by the 
industrial revolution. The Christian So- 
cialists who are the subject of Mr Nor- 
man's book are, on the face of it, less 
remarkable than the better-known entre- 
preneurs described by Mr Campbell 
Bradley. A disparate group of professors, 
authors and clergymen, the Christian So- 
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Stormy history 


for them. It may also be true that many 
European Jews supported revolutionary 
struggle “because they believed its suc- 
cess would involve a personal liberation 
from their Jewish burden, as well as a 
general liberation from autocracy". But 
Mr Johnson pushes the argument a little 
too far when he claims that Marxism is 
deeply rooted in Jewish messianism and 
that its method is “wholly rabbinical”. It 










cialists would today be labelled woolly 
liberals. Their best-remembered repre- 
sentatives were Charles Kingsley, author 
of “The Water Babies", and Thomas 
Hughes, who wrote “Tom Brown's 
School Days". Most had little first-hand 
knowledge of the working class whose lot 
they wanted to improve. Their roots were 
Tory, Anglican, south-of-England: the 
industrial revolution was predominantly 
Liberal, Nonconformist, northern. 
“Vhat united the Christian Socialists 
their belief in the fundamental digni- 
ty of working people, and their view that 
it might be destroyed by bad housing, 
poverty and unpleasant working condi- 
tions, or reinforced by education and 
social reform. But they were squeamish 
about political change or the extension of 
the franchise—to the irritation of the 
Manchester Radicals—and nervous of in- 
creasing the responsibilities of the state. 
Their socialism fell some way short even 
of the mildest Fabian variety. 

Mr Norman, who scourged modern 
Christian revolutionaries in a memorable 
series of lectures on the BBC, believes that 
it was the very conservatism of the Chris- 
tian Socialists that made them influential. 
By the end of the century, even that most 
hidebound of bodies, the Church of Eng- 
land, had become imbued with their 
views. So had some of the industrialists 
described by Mr Campbell Bradley. 

Take George Cadbury, who by 1919 
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is one thing to disbelieve the precepts of 
Marxism; another to dismiss it as a 
delusion invented to help emancipated 
Jews escape from an emotional 
predicament. 

Mr Johnson, a Christian, writes from a 
perspective of unembarrassed affection 
and admiration for the Jewish people. It 
is to Judaism, he says, that the modern 
world owes the idea of equality before 
the law and the sanctity of human life. 
On the whole, however, he manages not 
to over-romanticise Jewish history. In 
dealing with modern Zionism, he makes 
no bones about the dispossession of the 
Arabs of Palestine, whose chief misfor- 
tune was to have developed a spirit of 
nationalism two decades later than the 
Jews. Even so, he reckons that wiser 
leadership might have enabled the Arabs 
to compromise with Zionism and there- 
by hold on to much of Palestine. 

This conclusion is open to question. 
After all, he concedes that many Zionists 
accepted from the start that they had an 
unbridgeable conflict of interest with the 
Palestinians. In 1923, Vladimir Jabo- 
tinsky, a militant Zionist, warned that 
the Arabs would resist the Jewish settlers 
as fiercely as they could. Only an “iron 
wall of Jewish bayonets”, he prophesied, 
could force them to accept the inevita- 
ble. Israel's modern tragedy is that they 
still have not. 


owned the largest chocolate factory in the 
world: moral exhortation alone, he be- 
lieved, was no way to alter the lives of the 
working man. "How can he cultivate 
ideals when his home is a slum and his 
only possible place of recreation the pub- 
lic house?" he asked. Cadbury's solution 
was Bourneville, a model town for his 
employees and other citizens of Birming- 
ham. When William Hesketh Lever, the 
founder of the company which became 
Unilever, set up Port Sunlight, he de- 
scribed his aim as being “to socialise and 
Christianise business relations and get 
back again in the office, factory and 
workshop to that close family brother- 
hood that existed in the good old days of 
hand labour." 

Cadbury and Lever shared with most of 
the other entrepreneurs in this book per- 
sonal lives of great austerity. The founda- 
tions of the industrial revolution were laid 
by men who came mainly from poor 
beginnings; who believed that great 
wealth conveyed responsibilities—even 
moral dangers; and who frequently 
turned down the conventional English 
rewards for social success (thus George 
Palmer, of Huntley & Palmer's Biscuits, 
and Jeremiah James Colman, of mustard 
fame, both refused baronetcies). All gave 
their money away as enthusiastically and 
as imaginatively as they made it. Some 
(Joseph Rowntree, William Hesketh Le- 
ver) left behind charitable foundations 


Strategy and performance anolysis 


MERGERS & 
ACQUISITIONS 


No other financial industry has hit the 
headlines in recent weeks as dramatically 
as that of Mergers and Acquisitions. But 
behind all the scandal and intrigue, what 
exactly are the rules governing this lucra- 
tive market? How can White Knights, 
Poison Pills and Shark Repellants make or 
break deals? 


Databank’s study is a complete assess- 
ment of the sector and the competitive 
strategies of its po The report 
considers the effect of the US players on 
the British Merchant Banks, analysing the 
UK and US domestic and cross-border 
activities in M&A and the reasons for the 
spectaculor recent growth in this market. 


"Mergers ond Acquisitions" is the latest 
lile in Databank's series of reports on 
competitive analysis in the financial sec- 
lors. The comprehensive editorial pro- 
gramme hos already drawn a prestigious 
selection of clients from leading Bonks, 
brokers and investment houses both in the 
UK ond abroad. 


The cost of each report is £1,400. 
Further titles currently available from 
the editorial programme indude: 





BRITISH MERCHANT BANKS * 
INVESTMENT BANKING: US 
COMPETITORS IN EUROPE * BANKING 
IN CHINA * UK INSURANCE 
INTERMEDIARIES * EUROMARKETS: 
AN ANALYSIS OF COMPETITIVE 
BUSINESS STRATEGIES € 

O | wish to order a copy of Databank's CompeTitors 


reports) on. . TTC a eS III pa | 


O Please send me further information on 
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To: DATABANK LTD, Marketing Department 

London House, Old Court Ploce 

26/40 Kensington High Street, London W8 4PF. 
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~ which still play an important role in public 
life. And several, including Cadbury, 
Rowntree, Lever, and Titus Salt, a Brad- 

. ford textile magnate, were remarkably 
3 benevolent employers, providing their 
. . workers with houses, health care, educa- 

tion and entertainment, 

"m Where are such entrepreneurs today? 
om With their strong corporate culture, their 
passion for quality control, and their 
belief that their goods could improve 
customers’ lives, such firms had more in 
common with those of modern Japan that 
with most firms in present-day Britain. 
.. Yet how many Japanese entrepreneurs 


ARTS 


A 
E 
- 


fal pean mn T Xa. Seide 


have founded colleges for women (like 
Thomas Holloway) or devised techniques 
of research into poverty (like Joseph 
Rowntree)? Had British industry re- 
tained the moral force and the exuberant 
self-confidence of its Victorian heyday, it 
might have become an attractive career 
for the bright young. Instead, generations 
of new graduates have preferred the civil 
service, the universities, or the "caring" 
professions. They have been unable to 
see that those who make mustard or 
chocolate or soap may do as much for the 
dignity of man as those who teach, or 
preach, or write. 





4 Fashions in fascism 


? 3 Italians are rediscoverin 
= Sleek stylishness of the 
architecture of fascism 


~ At first sight, the artistic worlds of pre- 

. and postwar Italy would seem to have 

nothing in common, as might be expected 

in a country ploughed through by defeat 

in war. Consider three aspects of postwar 

= Italian culture. The films of Roberto 

= Rossellini and Vittorio De Sica show the 

seamy and humorous underworld of 

Rome and the southern Italian country- 

. Side, a reaction against the chauvinism 

and imperialism of // Duce. The Olivetti 

= typewriter that stands in museums round 

the world as an archetype of postwar 

. A Italian design was another reaction to the 

= neo-classical-MGM pomposity of fascism; 

| . 8 third was embodied in the dominant 

= architectural style of the late 1940s and 

1950s (called Neo-Realism); this pro- 

__ duced rambling vernacular brick houses, 

= the opposite of monumental, marble 
—. urbanism. 

T Yet the break was far from clean. The 

- design of the Olivetti typewriter, for 


Mussolini's square colosseum 
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connections between the 


instance, derived from a model which had 
gone into production in 1935; the design- 
ers of that included Luigi Figini and Gino 
Pollini. Two years later, they submitted a 
plan for the Palace of Communications at 
L'Esposizione Universale di Roma (EUR), 
which was intended to be the centre of a 
"Third Rome"—the Rome of Mussolini 
to rival that of the Caesars and the popes. 
It is a similar story with one of the main 
monuments of postwar building, the Tor- 
re Velasca, a vaguely gothic-looking 
block of flats in the centre of Milan built 
by the BPR architectural partnership; this 
partnership was what was left of the BBPR 
firm which had designed the interior of 
the "square colosseum”, the focal point 
of Mussolini's EUR. 

For years, artists and designers have 
drawn inspiration from the work of the 
1920s and 1930s. The pure geometry of 
the architect Aldo Rossi has an effect not 
so different from the original design of 
the square colosseum (see pictures). But 
fascist art has been publicly neglected, or 
even frowned on. To judge from a recent 
glut of exhibitions, however, attitudes are 
changing. Last year, the Palazzo Grassi, 
Venice's new art gallery, opened its doors 
with a show about The Futurists, who 
started, in 1918, by introducing modern 
ideas into Italian art and ended up by 
whole-heartedly supporting fascism. Ex- 
hibitions of art and industry in the 1920s 
and 1930s ran in Rome and Milan recent- 
ly and the unexecuted designs for EUR 
have gone on display there. 

Just as revealing of the change in atti- 
tudes was the reaction to plans to “re- 
store" one of the undoubted masterpieces 
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of twentieth-century Italian architecture, 
Florence's Santa Maria Novella railway 
station, Italy's equivalent to Grand Cen- 
tral or St Pancras. the original plans 
would have meant altering the interior; 
such was the outcry, however, that they 
were scrapped, and the station is now 
under proper restoration. It is character- 
istic that one of the organisers of, the 
protest, a Jewish architect Bruno Zevi, 
had been forced to flee from Italy in the 
1930s and had later become a spearhead 
of the postwar reaction to fascism; yet the 
station's designer, Giovanni Michelucci, 
also went on to become, after 1945, an 
influential theorist of urban planning. 

Architecture and urban planning were 
the two main artistic achievements of 
Mussolini's Italy. Mussolini's enthusiasm 
for grandiose public works resulted in the 
construction of five new towns south of 
Rome and the wholesale redevelopment 
of several others. Most such exercises 
dreadful; the Italian ones, like Berga 
and Aprilia, centred on a square dominat- 
ed by a church and town hall in the time- 
honoured manner, are exceptions. 

Italy was the only fascist country— 
arguably the only country—where mod- 
ernism became almost an official style. In 
Spain, all but a handful of the architects 
in the generation after Gaudi sided, to 
their cost, with the Republicans against 
Franco. In Germany, the Nazis closed 
down the Bauhaus, modernism's head- 
quarters, and sent two of the founding 
fathers— Walter Gropius and Mies van 
der Rohe—into exile; Hitler, an architect 
manqué, hated modernism; Mussolini, at 
least at first, accepted it. 

It should come as no surprise, then, 
that the best Italian building in the mod- 
ernist style was the fascist party head- 
quarters at Como built by Giuseppe Ter- 
ragni in 1932-36. One of the stan?--? 
architectural histories of the 1970s—1 
ert Furneaux Jordan's “Concise His — 
of Western Architecture’—calls this 
building “contrary to the whole cultural 
ethos of Fascism". That judgment now 
needs overturning. 
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Gradua e and undergraduate courses 


! courses in small groups @ each student followed-up ; 
'idually @ a business-experienced academic team @ The vital ingredient in Urwick 


accelerated progress by means of summer semesters ~ ee 
ee pratog prog y Management Centre courses is the business 


experience of our tutorial staff. They are 
practising Price Waterhouse consultants in 
their own right and so have up-to-date and. 
practical experience of the everyday problems 
encountered by management. 

We aim to match our services to the needs’. 
of our clients. Our courses are not based ori 
theory but, where it is appropriate, the most 
up-to-date techniques are taught. 

Much of our work is concerned with 
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1.0. Collegiate Schools of Business. Urwick Management Centre has an 


international reputation for management 
development and training. 
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academic theory, we invite you to ask for the 
TO LE ARN FRENCH | Urwick Management Centre brochure. It 
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WEESTER UNIVERSITY 


. VIENNA 
NCA (USA) Accredited Degrees 


DEGREES in Management, Computer Studies and 
International Studies. Program in Hotel Administration. 
va DEGREE in International Relations. 

MBA and MA DEGREES in Business Administration, 
anagement,. Marketing, Computer Data Management, 
International Business and Economics 
' Next 8-week term begins: May 25 
: Day and Evening Classes. 


Dr. Robert D. Brooks, Director, Marokkanergasse 16 
Phone ie 7592, A 1030 Vienna, Austria 
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CITY OF LONDON POLYTECHNIC 
.MSc and Postgraduate Diploma in 


Decision Making 


Part-time (Wednesday afternoon and evening, 
Thursday evening over two years) 


<This innovative course brings together the 
. practical and academic sides of decision making. 
j Current students are drawn from both public and 
1 private sectors, and some are sponsored by their 
employers. 
The course covers: 
© * Individual decision making 
* Management Science and decision aids 
.. * Interpersonal and group decision making 


* Social structuring of decision making 
* Practical area studies 


Citt 


Application forms from: 
. The Faculty Officer, 
Faculty of Life and 
“Environmental Sciences, 
City of London Polytechnic, 
* Old Castle Street, 
"London E1 7NT. 
Telephone: 01-283 1030. 





Leeds Polytechnic 
FACULTY OF BUSINESS 


Two new opportunities are now avail- : 
able to study languages in a business 


context at Leeds Polytechnic, BA 
HONS EUROPEAN FINANCING AND 
ACCOUNTING/(WITH FRENCH) of- 
fers: expertise in Finance and Account- 
ing ina European context; fluency. in 
French; study in a UK Polytechnic and 
a French Business School; a period of 
work experience. DIP HE EUROPEAN 


BUSINESS COMMUNICATION: pro- |. 
vides: an integrated course of study: | 


involving business, office information, 
technology. foreign languages. For fur- 
ther details contact The Admissions 


Clerk, Faculty of Business, Department. 


of European. Business, Leeds Poly- 


technic, Beckett Park, Leeds LS6 30S." 


Telephone: (0532) 759061, ext 296. 


Chailly/Lausanne-Lake Geneva 
Co-ed 14-19, July-August 


University of London- 
BIRKBECK COLLEGE 


> ADVANCED STUDIES IN 
ECONOMICS 


“Spring/Summer Short Courses 


SOVEREIGN BORROWING AND 
INTERNATIONAL DEBT 


by Professor Richard Portes 


The course will deal with the history, 
theory, data and policies associated 
with the rapid growth of sovereign bor- 
rowing v the decade since 1974, 
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Co-ed 6-14, July-Augi 


High standard, sports activities, language courses, excursions, mountain 


summer skiing. 
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Bury 


UNIVERSITY 
BUSINESS SCHOOL 


Evening MBA Programme 





ARE YOU SEEKING TO CONSOLIDATE 
AN ALREADY SUCCESSFUL CA : 


Our two year Evening MBA is designed for up. 
managers like you, especially in the City 


Institutions. We aim to stimulate strategic th 


. 80 vitalto - 


understanding changes in the City and industry, ‘and many 
leading institutions sponsor their staff. m 
A good second class honours degree or its equivale i 


required. 


Our next intake is.in September 1987 and for 


please contact: 


Elizabeth Sullivan, Evening MBA Adimissions Officer, | 
` City University Business School, Frobisher Crescent, 
-Barbican Centre, London. EC2Y 8HB. Telephone: 01-920 


01 11, ext 238. 












PPOI TMENTS — 


OXFORD ECONOMIC FORECASTING 


require two 


ECONOMISTS 


; an relating the latest research in econometric models to the needs of 
hose working industry and commerce..As a result of continued expansion, it now has 
two. vacancies, one in the area of macroeconomics and the other in sectoral model 
building. For one of the positions at least three years experience is necessary, but for the 

ther post a recent graduate would be considered. Both posts are interesting and 
llenging offering opportunities for advancement. 


e eply in writing, enclosing a full curriculum vitae to: 















Sought by Property Market Analysis, a leading independent 
consultancy specialising in the economic analysis of property 
markets. PMA are now extending their work to include modelling 
and forecasting. of market behaviour, and require à graduate 
economist to assist in data collection, analysis and. model 
building. The successful candidate will have a first degree or . 
preferably postgraduate qualification in economics. with an eme- 
phasis on quantitative techniques. Salary according to age and : 












The Secretary 
Oxford Economic Forecasting 
Templeton College 
OXFORD 
OX15NY 


experience. 


Please send application with CV to: 


Melanie Hare, Property Market Analysis, 9 Broad Court, Long 
Acre, London WC2B 5QN. 












































| Senior Planning 
Manager 


Counters Business | 
Upto £24,000 + Bonus London. 


CJ refine and develop monitoring systems for action. - 
plans as part of the process of ensuring the 
implementation of Business strategies .. vos 

OD contribute to the process of strategic analysis i in 
support of the evolving Business strategy 

O undertake specific studies into aspects of 
Counters strategic planning 

A background in business and/or financial Branning 

is essential together with significant analytical and _ 

quantitative skills and the ability to communicate. 

effectively with senior management. , as 

The post will be located in London. some travel ing E 

will be involved. ; 

A competitive salary of around £24,000 is offered. A. 

valuable benefits package includes d generous 
The successful applicant; preferably a graduate pension scheme, performance linked bonus, 3 
between 25 and 35 years of age, willbe expected. weeks holiday and relocation assistance where 
to: appropriate. There are good opportunities. fot 
( improve and enhance the recently introduced advancement within the Business or Corporation. 

Local Planning procedures Please write with full personal and career details to: 
~ 0 evaluate action plans submitted by the 32 ian Dunn, Room 423, Counters Business PERS 
Counters Districts Headquarters, UAC House, Blackfriars Road, 
Cliaise with Counters Business Directors to ensure LONDON SE1 9UA, by 8th May 1987. 
Buisness oy is disseminated to District The Post Office is an equal opportunity employer. 
The policy extends equally to disabled applicants. 


Today's Post Office Counters Business, with a turnover 
in excess of £700m from over 20,000 post offices 
provides a diverse range of financial services, 
expanding and changing in an increasingly 
competitive market place. 
To help the Counters Business continued evolution 

. .. we seek a planning manager with experience in a 

^^ financial services or retail environment, to develop 
procedures for action planning within its 32 districts. 
The development is a crucial element in ensuring . 
that the Business realises its longer term strategy. 
Working to the Head of Business Planning, as part of 
asmail planning unit, this post also provides the 

opportunity to contribute to the development of the 
strategy. 





-7 ERASMUS UNIVERSITEIT ROTTERDAM 


Faculty of Economics 


Associate Professor of Business 
Organisation 
Vacancy number: 87379001 Ec. 


Applications are invited for the vacancy of Full Associate-Professor in the 
Department of Business Organisation, which is one of the four major 
departments responsible for organising undergraduate and graduate 

rogrammes in Business Economics. The Department teaches and researches 
into matters relating to the successful functioning of organisations. It currently 
consists of 16 staff members from a variety of disciplines whose research 
interests range from innovation policy, through the organisational effects of 
automation to Human Asset Management. Associate Professors are expected 
to participate in cooperation with the Full Professors (2) in the mamagement of 

heir department and of the university and also to take an active part in all 

orms of teaching including some lecturing to relatively large groups of 
students. 


Requirements are: 

- a good knowledge of the field of business organisation and its relationships 
with other disciplines; 

~ a basic qualification in Business Economics; 

~ research ability exemplified by a dissertation or publications of a similar 
level; 

— broad practical experience in either advisory or managerial functions; 

- ability to lead professionals either individually or as a member of a team; 

— capacity to stimulate, carry out and supervise teaching and research in this 
field; l 

= willingness to learn Dutch within a period of two years. 


The salary will be within the range from Dfl. 6.498,00 to Dfl. 8.054,00 per 
month. 


"urther information can be obtained from the Head of the Department, Prof. 
Roger Williams (tel.: work 010-4081359 or home London 01- 8780668), or from. 
Prof. Pjotr Hesseling (tel. mte: home 010-4200976). 


Those who wish to apply are divited to send their application including a 
curriculum vitae, a complete list of publications, and the names of referees, 
within three week's time to the manager, personnel and selection, Erasmus 
Levent P.O. Box 1738, 3000 DR Rotterdam. 


University ot Aberdeen 
Department of Economies - . 


TEMPORARY TEACHING * 
ASSISTANT 


Applications are invited for the above 
post for a period of 12 months from 1: - 
October 1987. Applicants will be re- 
quired to assist with first and second 
year tutorials in general economics. 
Candidates should possess at least a. 
good first degree in economics. There 
may be the possibility of registration for 
a higher degree. The salary will be 


.£8,185 pa. 


Further particulars and application 
forms from The Personnel Office; The: 


"University, Regent Walk; Aberdeen 


AB9 1FX with whom applications (2 


copies) should be lodged by 15 vey 
1987 (Ref WS/024). ; 


University of Nottingha 
Department of Economics 
MINISTRY OF AGRICULTURE 


;;| RESEARCH 


STUDENTSHIP IN AGRICULTURAL - f 
ECONOMICS ^"... 
(Land Prices,. Farm Weaith and Farm: 
Debt) - 


Applications are invited from final year: . 


| undergraduate students in Agricultural - 


Economics or Economi 


nomics or Economics or Econo! cs 
ora Master's qualification. The scholar- 
Ship, commencing October 1987, is tor 
two years but may be extended for a 
third year. The person holding the 
award will read for the M. Phil. or Ph.D. 
Research Degree. 

Please apply by letter giving names of 
two referees to Professor A.J. Rayner, 
Department of Economics, University 


-L-ot:-Nottingham, University Park, Not- 
| tingham NG? 2RD. 


H 


University of Nottingha 


Department of industrial Economics, ` 
Accountancy and insurance 


PRODUCTIVITY EVALUATION 

An exciting opportunity exists for à ' 
research assistantfellow tó work on an. 

SERC/Industry. funded research. pro: 

gramme being. carried out in conjunc- 


tion with four major electronics compa- 
“=F nies. The: project is ‘concerned with 
‘4 developing the evaluation of productivi- 


nt will be for three years 

in the range of £9,305 to 

ndidates should. have a 

good Honours degree in Economics, 


;.| Business Studies or Finance and some 
“| postgraduate or industrial experience. 


Further particulars sand application 
forms, returnable no later than 1st May 


| 1987, from the Staff Appointments Offi- 


; University of Nottingham, Universi- 
Park, ‘Nottingham NG7 2RD. Ret No: ^ 





-. Lecturer in cross-national systems 
of industrial relations 


From September 1st, 1987, Nijen- 
rode, the Netherlands School! of 
Business, has a vacancy in its 
department of Business, Society and 
_ Government for a lecturer in the 


.. above subject. 


Education at Nijenrode places a 
considerable emphasis on practical 
business conditions, resulting in the 
integration of various disciplines with- 
in certain subject areas, while special 
attention is paid to the building of 
management competences. 

Within this framework the lecturer will 
treat social economic policy as a 
vital guiding force in (international) 
business, focusing on cross-national 
systems of industrial relations and 
the ways in which to analyze them. 
Tasks include teaching, the develop- 
ment of new curricula according to 
fresh insights developed within the 
Faculty, research in the field of 
management leading to publications, 
and a share in administrative duties. 


The position requires a PhD. or 
Masters degree, proof of expert 
knowledge in the field mentioned, 


Universiteit 
voor bedrijfskunde 


close involvement in the fields of 
social economic policy-making and 
economic sociology, teaching skills, 
abilities in research (as shown in 
previous publications), and practical 
knowledge of the business world, 
preferably supported. by business 


experience. Candidates must settle ` 


in the Netherlands and are expected 
to take some active part in campus 
life. 


In accordance with Dutch university 
custom, Nijenrode offers a temporary 
contract which, after two years, may 
be changed to a permanent one. 
Salary ranges are set at Dfl. 3196, — 
min. and Dfl. 6854,— max. gpm, 
with various benefits following 
government regulations. 


Applications with curriculum vitae 
and a full list of publications to be sent 
within fourteen days of this announ- 
cement to Mr. L.Th.R. Wijchers, 
Personnel Director, Nijenrode, the 
Netherlands School of Business, 
Straatweg 25, 3621 BG Breukelen, 
the Netherlands, from whom further 
information may be obtained. 


^ -Nijenrode is a university for business studies, recognized by the Ministry of 
Education and Science, catering to 600 students (including international 
students), and is located between Amsterdam and Utrecht. 





UNIVERSITY OF THE WEST INDIES 
Cave Hill Campus, Barbados 


Research Fellow/Junior 


Research Fellow 
In the Institute of 
. Social and Economic Research 


:- Applicants should be Social Science graduates with specialisation in one or 
:more of the following areas: (i) Development Economics; (ii) Public Policy; 
(iii) International Economics. Experience/knowledge of the problems of 
small economies would be a particular asset. The appointment is for two 
years. à 
The successful applicant will be expected to assume duties by August 1, 
1987, or-as.soon às: possible thereafter. Salary scales: Research Fellow 
'BDS$31,644x 1,368 — 39,852 (Bar). x1,368 — 48,060 pa. Junior Re- 
search Fellow: BDS$26,112 x 1,272 — 28,656 pa. Up to five full economy 
lass passages plus baggage allowance of US$1,200 for married persons 
nd USS$800 for single persons on appointment and normal termination. 
Special allowance up to US$267 for shipment of academic books and 
leaching/research equipment on appointment. Unfurnished accommoda- 
tion at 10% of basic salary; or housing allowance of 20% of basic salary to 
aff making own housing arrangements. UWI contribution of equivalent of 
10% of basic salary to Superannuation Scheme. Annual Study and Travel 
Grant for self, spouse and up to three children. Book grant up to BDS$600 
‘per annum: Detailed applications (three copies) giving full particulars of 
‘qualifications and experience, date of birth, marital status and the names 
and addresses of three referees should be sent as soon as possible to the 
Campus Registrar, University of the West Indies, PO Box 64, Bridgetown, 
Barbados. 
The University will send further particulars to all applicants. These 
particulars may also be obtained from the Association of Commonwealth 
Universities (Appts), 36 Gordon Square, London WC1H OPF. 


UNIVERSITY 
BUSINESS SCHOOL 


THE NATIONAL WESTMINSTER 
BANK 
PROFESSOR OF 
PERSONAL FINANCE 


.. This is a new professorship in an area of increasing importance 

located within one of the U.K's leading business schools, 

“made possible by the generous sponsorship of the National 
Westminster Bank. 


~The successful candidate will have research interests which 
contribute to a better understanding of Personal Finance in any 
„ofits varied aspects. These could include: 
:O Marketing and organisation of retail financial services 
Fiscal policy towards savings 
“2 Portfolio choice and consumer behaviour 
O Share ownership.and individual investment selection 
© Borrowing and consumer debt 
. O Changing technology in financial services 
O Customer loyalty and service price sensitivity 
E] Sectoral analysis of pensions. insurance, housing, and 
other personal investments. 
The appointment. is. for six years in the first instance. Salary 
will bein the professorial range. 
Further particulars and application forms are available from 
The Academic Registrar's- Office, The City University, 
<< Northampton Square, London, EC1V OHB (Tel: 01 253 4399 ext. 
3035) te whom applications should be made by 29 May 1987. 














THE UNIVERSITY OF 
WESTERN AUSTRALIA 


Perth 


LECTURER IN DEPARTMENT 
OF ECONOMICS 


Applications are invited from suitably | 


qualified persons for appointment to the 
above. tenured position. The appointee 
would be expected to contribute vigor- 
ously to the Department's research and 
to teach introductory and. advanced 
courses in economics. Candidates 
shouid have a proven research record. 


For further information contact Associate : 


Professor R. N. Ghosh, Head of the 
Department of Economics, in the Univer- 
Sity on (09) 380-2898. 

Salary range; $A27,859-$A36,600 per 
annum. 


, Benefits include superannuation, fares to 


Perth for appointee and dependent fam- 
ily, removai allowance, study leave and 
long service leave and housing loan 
Scheme. Conditions of appointment will 
be specified in any offer of appointment 
which may be made as a result of this 
advertisement. 


Applications, quoting reference num- f 


ber A11/0385, stating full personal 
particulars, qualifications and experi- 
ence and the names and addresses of 
three referees, should reach the Ap- 
pointments Officer, The University of 
Western Australia, Nedlands, Western 
Australia 6009, by 30 May 1987. 

Equal employment opportunity is Univer- 
Sity policy. 


WAS onion’ - 
Australia «—. 
DEPARTMENT OF — | 
ADMINISTRATIVE STUDIES | 
FIXED TERM (3 YEARS) — | 
LECTURER/SENIOR LECTURER 
IN INTERNATIONAL BUSINESS 


Appointee, preferably with a PhD 


-and interest in international bùsi- 


ness or related areas such as 
international finance or market- 
ing, to undertake research, teach 
on the MBA Program and con- | 
tribute towards course develop- 
ment. Salary: $A27,859- 
$A36,600 per annum (Li 
$A37,381-$A43,568 per annum 
(Senior Lecturer). 


| Enquiries to Professor P.T. Fita 


Roy, telephone 61-3-565-2397. . | 
Applications including Ref No 
20312, curriculum. vitae and 
three referees to the Registrar, 
Monash University, Clayton, Vic- 
toria 3168, Australia by 11 May 
1987. NE 
An Equal Opportunity Employer . 


AGRICULTURAL/DEVELOPMENT ECONOMIST | 
CAB International 


Head of Development Services 


CAB International (CABI) a Commonweaith organisation founded 
more than 50 years ago, has recently become international. 

It is a co-operative not-for-profit organisation. administered and 
partly financed, at present, by 29 member governments, specialis- 
ing in the provision of agricultural information from its 10 Buree 
and in the indentification and control of insects, pests and diseas 
by its four Scientific Institutes. 

CABI is looking for an experienced officer to head a new arm of the 
organisation which has been established to provide a sharper focus 
for our consulting activities. The service will offer practical advice 
and assistance on many pest-related or environmental problems in 
agriculture by drawing on the unique scientific. expertise and 
information resources available in the Institutes and Bureaux. 

We require a person who, assisted by a small team, will develop the 
contracting capabilities of CABI in a cost effective manner. Candi- 
dates must have experience in agricultural economics and in 
agricultural contracting services to the developing world. A working 
knowledge of international aid organisations would be an advan- 
tage. High business and commercial skills are called for, together 
with the desire to be part of a highly committed management team. 
The appointment which is likely to involve some international travel 
will be based at Farnham Royal. it will be for an initial period of two 1 
years subject to renewal in the light of performances. Codes 
Salary £23,730 per annum for the initial two year period. 


Applications shouldbesubmittednolaterthan26th May 198710: | 


Director of Administrative Services 
CAB International 

Farnham House 

Farnham Royal 

Bucks SL2 3BN 





. University of Canterbury 
Christchurch, New Zealand 


| university teaching ex- 

| proven academic leader- 

_any of the areas of Economic 

j The. work of the Department 
has a strong theoretical and quantita- 
tive emphasis. The appointee will take 
up the position on 1 February 1988 or 


‘a date to be agreed. 


TRINITY Em 


TEMPORARY LECTURER 
IN ECONOMICS 


Applications. are invited for the 
above post in the Department. of 
Economics at Trinity College, Dub- 
lin: Fhe appointment will be tenable 
for one year from 1. October, 1987. 


Applications: will be welcome from 
candidates . in any field -of 
economics. 


SCANDINAVIA 


Gateway to the EEC 
Representation in Scandinavia and Eu- 
rope by established consultancy. 


Eric Støttrup Thomsen ApS, 15 A 2, 
Sabr DK-3000 Helsinge/De n- 
mark. Tel: "45-221 95 22/10 26 29. 
Telex: 16600 fotex dk att etconet. 


SESAM 
OPENING TO EASTERN EUROPE 
Monthly newspaper on economic affairs. 
Subscriptions: US$200 annually. 


Publisher 
BUSINESS BURO COST EUROPE 
WG Plein 551 
1054 SJ Amsterdam - HOLLAND 


EDITOR: DR ANNA SANDOR 
Telex: 10611 AOC NL 


"THE FUNDAMENTAL 
INVESTOR NEWSLETTER 


A hew investment! etter where stocks ar 
selected through a series of fundamen 
analysis screens, including the capital | 
“asset pms model. i 

t ^ Ineludas AU 
Ci Specific did recomme: ations 
C1 Model portfolio 
z Economic indicator on. US ecol omy 

L3 Interest rate forecasts 

X Foreign exchange forecasts 
Sampleissueis$10. Charter$50subscri 
tion (12 issues). 


Please write to: Box 2307, Westport, CT |- 
| 06880 


The salary for a Professor is within the 
range of NZ$62,000 to NZ$77,500 per | - 
“annum. The..commencing. or subse- | 

quent salary. may be increased as a 


Salary scale: £10,065-£19,922 per Trial copy: US$10 


annum. Appointment will be made 
ata point commensurate with the 


sity kes at the beginning J 


r particulars and conditions of 
“appointment may be obtained from the . 
Association of Commonwealth Univer- 
;, sities (Appts), 36 Gordon Square, Lon- 1 : 


don WC1H OPF. 


< Applications ‘close with the Registrar, 
*. University of Canterbury, Private Bag, 
Christchurch, New Zealand, on 29 May 


/ 1987. 


UTER RN] 


Candidates should have a good economics 
degree and experience of International Bond 


markets. 


Excellent. written and verbal skills are 


essential. 


Enquiries. accompanied by a curriculum 
vitae, should be addressed to Dr Richard 
Coghlan. Bank Julius Baer & Co Ltd. Bevis Marks 
House, Bevis Marks, London EC3A 7NE. 


INTERNATIONAL 
ECONOMIST 


Bank Julius Baer wish to hire an economist 
. to work in their International Fixed Income 
Department. 


: | qualifications and experience to 


date of the successful candidate. 


Application forms and further par- 
ticulars reiating to this post may be 
obtained from: 


Establishment Officer, 
Statt Office, 

Trinity College, 
Dublin 2. 


Closing Date: 14 May, 1987. 





SWITZERLAND 
FOR FOREIGNERS 


Lake Geneva, Lake Lugano, Gstaad Valley, 

Verbler, Villars, etc. Fine residential apart- 

ments, chalets, villas. Unique financing 

terms, confidential counselling. Daily visits, 
GLOBE PLAN S; 


Established since 1970 
24 Av. Mon-Repos, CH-1005 Lausanne 


Switzerland 
Tel: (21) 22 35 12. Telex: 25 185 melis ch. 


CUT THE COST OF 
YOUR STAY IN LONDON 
Take a furnished, self-contained service 
apartment in Knightsbridge, near Harrods. 
Fully equipped kitchen-dinette, bathroom, 
phone, colour TV, central heating, elevator. 
Suit 1-2 persons. Brochure by airmail. 

Knightsbridge Service Apartments 
45 Ennismore Gardens, LONDON SW7 
Tel: 01-584 4123 Telex 261261 Globe C 


Are you seeking a presence or a contact 
office in Liechtenstein/Switzerland? 


@ Consulting/Agency/Business Services 
@ industrial Off-Shore activities 

@ Handling of international transactions 
@ Other management services on request 


Etkuch Ind Tech Corp 
9407 Bendern/Liechtenstein 
Tet: 075 7 11 77 
Telex: 009119 ELKU FL 


THE 
EXECUTIVE HOTEL 


57 PONT STREET 
(CADOGAN SQUARE) 
KNIGHTSBRIDGE 


LONDON SW1X 0BD 


Tel: 01-581 2424 
Telex: 9413498 EXECUT G 


Located in London's most presti- | 


gious residential area. Only a 
Short stroll away from Harrods, 
fashionable Knightsbridge shops 
and worid famous Beauchamp 
Place. 


All rooms with full private facili- | 


ties. Colour TV. Direct dial 
phone. Hairdryers. Coffee/Tea 
makers. Substantial buffet Eng- 
lish breakfast. 
Single: £40.00 Vat. 
Double for single 

£45.00 + Vat. 


occupancy: 
Double or twin: £55.00 + Vat. 


dei 
ue n markets i in the world, 
everything is available and much c 


We speak the language arid our con: 
tacts reach the right people o ^m 
highest levels in every country. 
We carry out representations, ‘bilateral 
trading and international business 
promotions. 
PIBAT INC. ` 
Florida 868-7/B 


E 
Wem. 


ING US ae wert ton rour 


FREE CATALOGUE 
01-937 1647 


Suite EOt1 31. Kensington Church S1. 
London WB 4L| 


lace Market, Portug 

Pet Gags Em 
We hase oar of the workd« most compretun 
sullcctions en the entire literature af the, 
SOCIAL SCIENCES 


We stock JOURNAL Sand PAMPHLETS (C 
We have a large SECONDHAND DEPARTMEN 
And even if Guu vanno iat our shop 


Market, take ahtamage of our expertis -s 
ask for onr CUSTOMER SERVICES Ieaffet: o 








— LONDON QUEENSGATE SW7 Luxury 
OVERSEAS POSITIONS | | turnished flats in quiet cul-de-sac, Stu- 
OD MD ee dio, 1 bed, 2 bed £100-£350 per week. 
«Tac raa heoma b iors available | | Tel: 01-902 8151. Tix: 893095. 
- Opportunities forall occupations, - 
skilled: trades, professionals, manage. 
ment, technical personnel etc. ` 
f For free information about our publica- 
e : tions, write: : 








€€€— RECEN 
GUIDE to World Offshore Co Registra- 
lion: £15 refundable. or details. West 2 
Holdings, 107 Westbourne Park Road, 


Overseas Em rvices, don W2. 
EC, PO Box 460, Town of Mount Royer, | | conden 

e Canada aP 307. L] | DEMPSEY & MURRAY Finest 43 i8 
.£64000 injust5 years 


. y.0 blended malt whisky available by 
A Fully audited track A Limited liability UK IMMIGRATION ‘| 


] container FOB. Scotland £16.25 
record Minimum investment Specialist. professional firm pro- 




















A £5,000 into 











| case. Telex 877124 NEWFO G. 
FOR .PUBLISHER OR- INVESTOR 

















i vides complete service for clients wishing to extend activities in Europe. 
£5,000 or ster ling requiring r^ immigration. Free | | Established publisher in France and 
equivalent booklet on UK immigration rules Switzerland offers facilities for partner- 


and procedures available from: ship or joint-venture: Box: 3537 Econo- 


mist Newspaper Ltd. 

































DAVID GARRICK & CO | | 7, rous Sax. Gi aa, SOR. 





A A! 


i————— CSIC-IID 





39 Ne Anne Met seeks position as trainee assistant to 
[03 Tel: London 486 8142 top business exec. Other offers congas 
Telex: 8954102 ered. Box No 3538 Eco 









nomist Ne 





per Ltd. ` 


ÓBBNIVIHEMAMUUILOONIUUHOHENHMUE inert IPM LHP MM I. 
URBAN PLANNER extensive Mid- 
East, seeks London work/quarters 
June onward. TJM, Box 2468, Mel- 
bourne, Florida 32902. Tel: 305-242- 
0052. 


BEAT DJI BY 350% 


$1 Million Has Grown To Over 
$38 Million With Income & Profits 
Reinvested 1973-1986 
after all fees and brokerage. 
Advice on American Growth Stocks. 
Write or Call 
Edwin Hargitt & Co. S.A. 


Ave. de Savoie 10. Suite 3/A 
CH-1003 Lausanne, Switzerland 


Tel: +41 21 200971. Thx: 24681 
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t- Computer System Trading Company Lid. 5-9 Hatton Wall London ECIN BHX 
IEEE Te! 01-405 8494 IM Telex: 22553 CSTE Fax: 01-405 7419) 






















Sanana 
SHIRTS FOR THE CONNOISSEUR. 
Made to measure and-hand cut from 
fine fabrics. Details and free: sample 
materials Seymours Shirts, Freepost, 
Dept 29, Bradtord BD1 1BR. 










EXCESS DEMAND AND THE 
HUGE GAINS MADE 
RADING IT 


The World is awash with liquidity at a time when years of terminal 
eflationary effort have eliminated tens of thousands of farmers and 
hundreds of marginal makers of computer Systems, peripherals and 
components. US dollars billion flow daily into institutions which must 
: keep buying stocks with attractive fundamentals, and five billion 
‘humans keep eating and burning commodity gluts that will not be 
replaceable at impending reduced rates of production. So one of the 
new ways to make a fortune in markets is to depress cyclical stock 
or commodities to below normal demand-curve levels and use 
leveraged instruments to gear up the gains that develop as prices 
snap back up to the disadvantage of trapped short sellers. indigo 
, Managers were playing this game recently when analysts attacked 
micron technology as it suffered a bad quarter because of 
microchip-development costs and later 
collapsed and wh 



















ÀÓ—MMMM MM ai: 
STAYING IN LONDON? Take a luxury 
Service apartment in St James's from 
only £60 (plus VAT) per night, for two. 
Every comfort. Exceptional value, Ry- 
der Street Chambers, 3 Ryder Street, 
Duke Street, St James's, London SW1. 
Tel: 01-930.2241. 
























BUSINESS OPPORTUNITY 
FOR INVESTORS 10 
PARTICIPATE IN REAL 
ESTATE EQUITY FUND 


——M M M —— 
CONSULTANTS. in all aspects of 3rd 
world development are invited to enrol 
with a new computerised Project/Con- 
sultant matching service. Consult Pro- 
ject Search. Send CV to 110 Ind 
Road, London N8 9JY. Telex 2 
MONREF G atin CQQ268. 


+ CAPITAL AAA- 

+ EXPECTED DIVIDEND 9% P.A, 

+ EARNINGS COULD REACH AS MUCH AS 24% P.A. 
+ TAX ADVANTAGE 


AS FINANZ HOLDING AG (SWITZERLAND) 

















——— —— 
EURODISNEY LAND PROJECT IN 
FRANCE A well known French compa- 
ny located in this zone is interested in 
seeking investors, tour Operators, sup- 
pliers entertainments parks. PRODEX 
INT'L E.P. 46, F 77500 CHELLES. 







ANCESTRY 
TRACED 






























: Wy Tel: BURKE'S PEERAGE. will trace Tel:(1) 80.087964 1 000169 
Inn 34-52-389600; diligence itis renowned te m (1 ( MaMeWupiran 3 Ja 
Indigo : Telex 79423 : traning great families of the HANDWRITING ANALYSIS 


world. 





INVESTMENT S.A. | Suspect Docuthents: Examiner of Forged 


i Contact: Anonymous writing. 
_ Avda. Palma de Mallorca 43, Burke's Peerage (Genealogi- Also Personnel/Character Assessment. 
. Torremolinos (Málaga) Spain. cal Books) Ltd, Dept 4, 1 Cam- P. Lavell 


entiemen: Please begin sending complementary copies of "Discovery" with bridge Gate, London NW1 5:9 Village Close, London NW3 SAH; 
5 selections and projections in new-generation growth areas. — . 4JN. Tek 01-351 Sm E d Tel: 01-794 $0600... 


"ADDRESS ted neler Be ti 8 ooo citis A STATISTICAL TOOLBOX SR 
F 2 1 data & text editor, algebraic 
cudes descriptive, tables, 


















29.95 Alrmal 


: à : 180 ‘Kailua, Hawaii 96734 USA, 
ES Mot. : ; deno uc 7-8047 Ext 261. 












OUTPUT, DEMAND AND JOBS American industry increased its output by a 
sluggish 1.8% in the year to March, though that was a slightly faster rise than in the 
year to February. Japanese producers fared worse; their industrial output grew by only 
0.2% in the 12 months to March. In the year to February, Britain's retail sales grew by 
6.496, and West Germany's by 3.096. In March, Belgium's unemployment rate was 
12.0%, Italy's was 14.7%, and Spain's was 20.9%. 


% change at annual rate 


3mthst 
*76 


retail sales 

Smthst year 
+ 36 + 02 (9 
.3(12)* 


GNP/GDP 
1 year 3mthst — 1! year 
+ 49(12) + 46 + 1.1(1 


unemployment % raté 
latest year ago 


Australia 84 (3 
12.0 (3) 


1valus index defiated by CPI. TPR 
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PRICES AND WAGES Wholesale prices are falling in nine of the countries in our 

table. In the year to March, Japan's fell by 6.796 (compared with an even steeper fall of 
9.1% to February), and Switzerland's fell by 3.8%; Holland's fell by 6.3% in the year to 
December, and Italy's fell by 1.7% in the year to January. Canada's 12-month rate of 
consumer-price inflation was unchanged in March, at 4.096. 


% change at annual rate 










y rates in manufacturing except Australia, 
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FOCUS: POPULATION Birth rates. 
have fallen almost everywhere in the 
past 30 years. Altogether, the number 
of births fell from an annual average of 
37.3 per 1,000 people in 1950-55 to 
27.1 in 1980-85. The industrial coun- 
tries' birth rate fell from 22.7 to 15.5, 
and the developing countries". birth 
rate fell from 44.4 to 31.0—but with 
great variation from region to region. 
South Asia's birth rate, for instance, 
fell from 44.6 to 34.1, while Africa's 
hardly Lus im falling from 48.3 to 
45.9. at the World 
Health Oceanis expect the trend 
to continue. Even so, the world’s pop- 
ulation will carry on rising. By 2025, 
demographers foresee 8.2 billion of 
us, compared with 4.8 billion in 1985. 


to all tables. All 


Births annual rate, per 1,000 population 


[1950-55 
[7] 1980-85 
fll 2020-25 (projections) BH 
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CONOMIST COMMODITY 
INDEX In March, Australian producers - 


agreed to cut prices of coking coal by 3- 
696 and of iron ore by 996 to Japanese 
steel-industry buyers. Now the Austra- 
lians are battling to resist price cuts on 
sales of steaming coal to Japan's power 
com , which bought over one-third 
of the 41m tonnes of steaming coal they 
produced last year. Australia supplies 
two-thirds of Japan's needs. China has 
sold steaming coal to Japan this year at 
$29.51 a tonne, compared with the al- 
most $32 a tonne charged by Australian 
producers in 1986. Japan has also 
bought steaming coal from South Africa. 


1980=100 % change on 
April 21 one one 


Dollar index 
All items 838 841 +29 +18 
Food 833 834 +28 -144 
Industrial 
All 809 816 +29 +171 
Nfat 94.1 938 +31, *218 
Metals 717 729 +28 +137 
Sterling index 
All items 1192 1197 +15 - 56 
Food 1186 1186 +14 -206 
Industrial 
All 5 +85 
Nfat 6 +129 
Metals 4 +54 
SDR index 
All items - 83 
Food 
Industrials 
All 
Nfat 
Metals 


cm 


figures seasonally adjusted otherwise stated. “Not seas. adj. tAverage of latest 3 months 
average of previous 3 months, at annual rate. n.a. ripae rdi Small figures in brackets denote month of indicator. 
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FOCUS: STOCKMARKETS Most 
of the world's big stockmarkets have 
hit record highs this year. But if share 
prices are adjusted for inflation, many 
are still below their real peaks in the 
early 1970s. Since August 1982, New 
York's Dow Jones industrial average 
has risen by 20096, but even that has 
not been enough to wipe out the real 
losses suffered by investors in the 
1970s. To regain its January 1973 
high (1052) in real terms, the Dow 
needs to reach 2660—16% above its 
level this week. London needs to climb 
by 67% to regain its real peak of May 
1972. However, Tokyo, now the 
world's stockmarket, is al- 
ready up 11696 from its January 1973 
real peak. Paris, Toronto and Frank- 
furt have also topped their previous 
real peaks. The world index calculated 
by Morgan Stanley Capital Interna- 


tional is 2696 up on its 1973 high in 
real terms. 


Real* *6 change since 1970's high 
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WORLD BOURSES Wall Street sniffed laughing gas, or something, this week. It put 
aside fears of trade wars and of rising inflation, and on April 21st managed its second- 
biggest one-day rise ever. Its cheerful mood spread to the other big bourses. 


Stock price indices 96 on 
Apr 21 1987 one one record 31/12/86 
low week in local in$ 
Australia 1763.3 1799.7 1486.7 - 0.8 * 462 - 20 * 197 





4537.3 4589.9 3987.9 - 03 
3810.4 3881.2 3067.8 * 10 
451.9 460.4 392.0 + 1.7 
1831.5 2048.3 1633.8 +25 + 198 -204 
. 293.4 257.7 * 03 * 44 - 55 
+17 + 513 — 77 

d = 02 —16.4 


* 241 =- 11 
+ 23.0 -— 18 
+ 173 - 18 


+ 10.8 
+ 243 > 
+ 13.6 
— 11.4 
+ 22 
+ 56 
+ 50 


1124.6 1124.6 
1797.0 1797.0 
233.7 256.0 
2681.9 2681.9 2111.4 
589.4 603.3 564.5 
1625.2 1320.2 
USA 2337.07 2405.5 1927.3 + 37 


MONEY AND INTEREST RATES West Germany's slowed a 


M money growth 
little in the year to March: the broad measure expanded by 7.296, and the narrow 
measure by 6.7%. Eurodollar interest rates edged higher for the the second week. 


Money supply Interest rates % p.a. (Tuesday, except bonds which are previous Friday) 
Commercial banks Bond yields 





% rise on yearago Money market 





. . . 8.20 8. 
Other key rates in London 3-mth Treasury Bills 9.5%, 7-day Interbank 9.6%, clearing banks’ 7-day notice 5.0%. 


4M2 except Australia, Canada, Switzerland, USA, W. Germany, M3, Japan M2 + CDs, UK £M3. Definitions of interes’ ~ 
available on request. Sources: Chase Manhattan, Chase Econometrics, de Commerce (Belgium), Nedei 
Credit Lyonnais, Svenska Handelsbanken, ANZ Bank, Credit Suisse Boston. These rates are indicati 
and cannot be construed as offers by these banks. 


TRADE, EXCHANGE RATES AND RESERVES The dollar firmed during the week, helped by central banks intervening and by 


Mr James Baker, the American treasury secretary, saying that it had fallen far enough. The dollar's 


value rose 


0.4%; the yen's fell 0.5%. Sweden's visible trade surplus fell to $265m in March; its 12-month surplus declined to $4.5 billion. Aus- 
tralia’s current-account deficit narrowed to $9.0 billion in the same 12 months. 


trade balancet 
$bn 





current- 
account 


currency units per $ currency units ee eee 





75.4 ; i , 
USA -1506 (2] -1679 -140.6(12) 1009 1148 = po 1.63 1291.15 344 


xAustralia, Canada, Japan, France and UK imports fob, exports fob. All others cib/fob. 1:Bank of England index 1975 = 100. ffExcluding gold. "Not 
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1330, 530,000 DM orrer: 














v; There will be 26 draws during the course of the 
“series with the following total of guaranteed Top 
Prizes: 20x 250,000 DM, 10x 500,000 DM, 4x 
750,000 DM, 4x 1,000,000 DM, 3x 1,500,000 
DM and 3x 2,000,000 DM. And another 
5,488,950 prizes ranging up to 100,000 DM 
^: complete our super offer. You will also find, that 
‘atthe time when numbers are drawn and elimi- 
nated, the prizes are much larger than the actual 
;Stakes paid. 



















Making many happy 
winners is our business 


pr opportunities in the SKL are really super. 
mited supply of only 800,000 ticket 
gion we guarantee that 388,994 prizes to- 
talling weil over 330 million DM will be raffled. 
This means: nearly every second number is a 
winner in the game, which creates the 
mathematical probability to win by participating 
with at least three tickets with different numbers. 
One complete lattery (series), extending over a 
6 month period, is divided into 6 classes. Each 
single class has 4 draws (one every Saturday) 
except the 6th (main) class which has 6 drawing 
days running over a period of five weeks. The 
total of winning numbers and the value of prizes 
increase from class to class up to the last 
three draws of the series when three prizes of 
2 million DM each will be raffied! 


The lottery 
is state administered 


This institution, sponsored by the Federal States 
of Baden-Wurttemberg, Bavaria, Hesse and 
Rhineland-Palatinate, is controlled by an official 
ard of directors in Munich. The prize schedule 
e basis of the lottery showing all the prizes 
rawing dates. This is compiled and agreed 
WB ^y the authorities involved before the series 
starts. All data shown thereon will be followed in 
detail. The draws are public and state controlled 
thus giving the assurance that ali prizes are given 
to their rightful winners. Tickets are sold solely 
through lottery agents, who have to be appointed 
by the financial ministers of the Federal States 
concerned. 







Prompt and efficient 
service for all clients 


-Each and every winner is informed. You will not 
only be sent the official winning lists along with 
the renewal tickets every four weeks, but we'll 
also notify you personally and in strictest confi- 
dence immediately whenever you win. As all our 
clients’ records are kept solely in our office and 

under. professional secrecy, nobody eise will 

know about your participation in the lottery or 
possible winnings. All prizes are immediately 
paid out in full; free from German tax and accord- 
ing to your advice. All payments are made in any 
< €urrency and to any address or person of your 

5 thoice. Our service is worldwide.— wherever 

5, there are postal facilities you can play our rletery 

and get your prize money. 










Don't miss our super - SÜDDEUTSCHE KLASSENLOTTERIE - the 81st series that gives you the golden opportunity to win 
|, money. Well over 388,990 guaranteed prizes with a total value of 330,530,000 DM will be raffled out of a mere 800,000 ticket numbers 


GOLDEN OPPORTUNITIES 


3x 2 Million DM = 6,000,000 DM - 
3x 1.5 Million DM = 4,500,000 DM | 
4x 1 Million DM = 4,000,000 DM- 


4x 750,000 DM = 3,000,000 DM | 26x 60,000 DM = 1,560,000 DM 

































10x 500,000 DM = 5,000,000 DM 30x 50,000 DM = 1,500,000 DM... 
20x 250,000 DM - 5,000,000 DM 34x 40,000 DM = 1,360,000 DM 
32x 100,000 DM = 3,200,000 DM 74x 25,000 DM = 1,850,000 DM 
22x 80,000 DM = 1,760,000 DM 540x 10,000 DM = 5,400,000 DM 
388,192 prizes under 10,000 DM = 286,400,000 DM | 


388,994 PRIZES AT A TOTAL AMOUNT OF 330,530,000 DM l 








Buy tickets and win! 


Tickets are issued as full tickets, half tickets 
and smaller shares. All of them take part in 
the draws and have equal winning chances. 
But only full tickets receive 100 % of the 
prize money. Fractions of shares, costing 








To join — just simply complete the attached ord: 

coupon and send it together with your remittance 
to the address below. Full information in Englis 
will follow with our delivery (ali overseas letters. 
are airmailed). If you send your order and draft to: 
arrive here before the first draw on May 16th, 
1987, you can be sure that you will take part in: 





















their respective parts of the stakes, are 26 draws of the 81st lottery right from the 


consequently only entitled to their corres- 9nd will have full benefit of your stakes. 
ponding portions of the prize money. How- — 9 EX Mr. W. Wessel 
ever, the more tickets you play, the better AB u Government Accredited Lottery Agent 
your chances are of winning — and in order % 4 UlmenstraBe 22, P.O. Box 104067: 
to keep it cheap — play fractions of tickets. D-3500 KASSEL, WEST GERMANY. 
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Cut out along dotted line and mail in an envelope. 


| Complete, enclose your cheque and mail to: Mr. W, Wessel, P.O. Box 104067, D-3500 Kassel 


j TICKET ORDER Mi 
Please send me the following SÜDDEUTSCHE KLASSENLOTTERIE tickets by return. post: 


poem Full Tickets at DM 792 each (approx. US$ 428 or fstg 280) =DM...... eee 
| iss Half Tickets at DM 396 each (approx. US$ 214 or£stg 140) « DM ............ Y 
coe Quarter Tickets at DM 198 each (approx. US$ 107orfstg 70) 2 DM ue 
" Europe DM 12 (approx. US$ 6.50 or £stg 4.30) 
mailing charges Overseas DM 21 (approx. US$ 11.40 or £stg 7.50) = 


Amount of enclosed cheque in DM or equivalent in US$ or sig = DM .......... dix 
These DM prices COVER THE WHOLE SERIES of 6 months. Equivalents shown in US$ and £stg are only approximate and 
based on exchange rates as of 19. 2. 1987. Payment by DM bank draft drawn on a German bank is recommended and 
usually free of charge. If you pay by bank transfer, personal cheque, credit card or in foreign currencies, you must add 
charges. You can only be credited with the DM equivalent received. All cheques should be made payable to Mr. W. Wessel. 
if not included, payments should be received here before 16. 5. 1987. Should you order later, enclose your draft with onder. 
Mail tickets to: Mr. [1 Mrs. C] Miss C] Messrs. (7 Answer in German ("yin English {7 











Charge the required pomum 
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Expiry 
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Card Holder: . 
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When the job calls for delivering heavy equipment, 
personnel, or emergency supplies under adverse 
conditions, veteran pilots on every continent think 
of the C-130 Hercules transport. 

The Herc has carved out a reputation as one of 
the most rugged and dependable planes in the air. 
Performing reliably in arctic cold and tropical heat. 
Flying through snowstorms and hurricanes. Taking off 
and landing safely on sand and gravel, ice and snow. 

With bigger jobs to be done, the Hercules has 
grown to take them on. Our C-130H-30 version has 


5,611 cubic feet of cargo space — 1,311 more than 
the basic -H model. So you can get 40,000 pounds 
of cargo into places you wouldn't dream of taking 
another plane. 
Like all Hercules aircraft, the C-130H-30 combines: 
its impressive performance and capacity with surpris- 
ing cost efficiency. That's why you'll find a growing 
list of C-130H-30 operators among the more than 55 
countries that have Hercules aircraft hard at work 
around the world. Delivering the goods, even when 
conditions are bad. 
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at once, you need the bank that is. 
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Wherever you're doing business Now, with an expanding Asia/ Bank today and discover whata 
inthe Asia/Pacific region you're Pacific network coveringall major well placed network has to offer. 
close tothe financial resourcesof centres, National Australia Bank 


National Australia Bank. can offer your business a competi- National 6 


Australia's fastest-growing inter- tive, comprehensive, professional 


) i * 
. national bank, National Australia financial service Aus f r alia 


Bank has assets in excess of So whatever your financial 
A$42 billion and over 150 years needs, get together withthe “ Bank 
international banking experience. ^ resourcesof National Australia National Australia Bank Limited 


Head Office: Melbourne, Telex 3024] NATAUS: Singapore, Telex 21583 NATAUS. Hong Kong, Telex 75315 NATHK Telex 22714 NATAUS. 
Bangkok, Telex 20424 NATAUS TH. Kuala L , Telex 31899 NATAUS. Jakarta, Telex 44749 NATAUS. Seoul, Telex 28844 NATAUS. 
, Telex 22524 NATAU CN. Telex 29944 NATAU TPE. Port Moresby, of South Pacific Limited. Telex 22166 BANK SP 
National Australia Limited. Telex 31050 NATAUS, Los Angeles, Telex 688459 NATAUS. San Francisco, Telex 1561098 NATAUS. 
Representation: New York, Chicago, Dallas, Atlanta, London, Athens, Frankfurt. 332P7026 WT 


